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In 1999, Harbor Federal undertook the
rencuation of its corporate headquarters
in Fort Pierce. Interior office spaces
were enlarged and refurbished.

The exterior with its new clock tower
entrance and barrel tile roof reflect
the warmth of current south Florida
architectural design. The renovated
corporate office subsequently

won a St. Lucie County:Chamber

of Commerce/Fort Pierce Area Council
Community Appearance Award.

Cover Photo and Inset Photo: ‘Greg Gardner Phatography




CORPORATE PROFILE

Harbor Florida Bancshares, Inc., the holding company for Harbor Federal Savings Bank, is headquartered on the
east coast of Florida, in Fort Pierce. Known as a community-oriented financial institution, Harbor Federal offers
deposit products and consumer, morigage and commercial loans to a population of over 1.4 million, in a six-county
market area. At present, Harbor Federal operates 33 full-service banking offices, one loan production office and
a fullservice insurance agency with two locations. Harbor Florida Financial Services, Inc., a wholly-owned
subsidiary of Harbor Federal, offers fixed-rate annuity products for sale through our branch offices. Harbor Federal
is one of the largest independent financial institutions based in the state of Florida with over 32 billion in assets.
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Dear Shareholder:

Harbor Florida Bancshares is well positioned to take advantage of the very strong growth markets on the east coast of Florida.
These markets, coupled with an experienced management team and dedicated employees, have contributed to our
outstanding results in growth and earnings.

We are pleased to report another year of record earnings. Diluted FARNINGS PER SHARE
earnings per share increased 33% to $1.36 cents per share on net (Diluted - in cents)

income of $31.8 million for the year ended September 30, 2002. This
compares to September 30, 2001 results of $1.02 per share on net
income of $24.1 million. The increase in earnings per share was

primarily due to the increase in the net interest margin due primarily $1.40
to a decrease in the cost of deposits, the growth in the loan portfolio
and a reduction in shares outstanding due to treasury stock purchases. 1.20 §

As of September 30, 2002, the Company has a total of 7,481,110 shares

held as treasury stock. These shares are in addition to the shares that 1.00
were purchased to fund the 1998 Stock Incentive Plan. At the October
2002 Board of Directors meeting, the Board approved a new stock .80
repurchase plan permitting the Company to acquire up to 1,200,000 of

its common stock subject to market conditions and represents 60
approximately 5% of the outstanding common stock. Steady growth in
assets supplemented by our stock repurchase program is part of our
effort to further leverage our high capital base. The ratio of
stockholder’s equity to assets at September 30, 2002 was 11.43%
compared to 12.81% at year-end 2001. -20

.40

Dividends declared and paid per share increased to 45 cents per share.
This compares to 40 cents per share for the year ending September 30,
2001, and represents an increase of 12.5% over the prior year. FY




ASSET COMPOSITION
(Dollars in Millions)

Investment Securities
$147 (1%)

Other Assets $§74 (3%)
Cash & Equivalents $148
@%)

Mortgage Backed
Securities

$181 %)
Loans Net

$1,541 (74%)

Total Assets: $2,091

Secondary marketing activity increased
significantly over the past twelve months.
The sale of fixed rate residential loans
increased from $29 million in the year
ending 2001 to $106 million in the year
ending 2002. Secondary marketing sales has
become a core business activity. In this
period of historical low rates, loan sales are
an integral component of the management
of interest rate risk. An additional benefit of
these loan sales has been to increase our
loan servicing portfolio.

Ratios relating to asset quality remained
strong during the year ending September 30,
2002. The ratio of nonperforming assets to
total assets declined to .11% from .20% at
September 30, 2001. The allowance for loan
losses as a percentage of non-performing
loans was 866% at September 30, 2002, as
compared with 519% at September 30, 2001.

Total assets increased to $2.091 billion at
September 30, 2002 from $1.755 billion at
September 30, 2001. Total net loans
increased to $1.541 billion at September 30,
2002 from $1.402 billion at September 30,
2001. Total deposits increased to $1.372
billion at September 30, 2002 from $1.200
billion on September 30, 2001.

Total loans originated for the year were
$771.6 million, representing an increase over
the prior year of $216.3 million. The highest
percentage of these loans were to borrowers
for the purpose of building or purchasing an
owner occupied residence in our six county
market area. We are very pleased with the
overall increase in loan originations.
Residential loans now comprise 65% of the
outstanding loan balances with the
remaining 35% representing consumer and
commetcial loans.

LOAN COMPOSITION
(Dollars in Millions)

Consumer and Other
$191 (12%)

Land $82 G%)
Residential Construction
$142 (8%)

Multi-Family Residential
$15 (%)

Non-Residential
Real Estate

$154 (%)
One-to-Four Family

Residential
$1,072 (65%)

Total Loans: $1,856
Total Loans, net: $1,541

The growth in assets and liabilities as well as the management of operating expenses contributed to another year

of excellent performance. Return on average assets and return on average equity were 1.67% and 13.78%

respectively for the year ending September 30, 2002. Our efficiency ratio of 42.38% for the year ended September

30, 2002 compares very well to publicly traded thrifts and banks of our asset size.

Harbor Federal Savings Bank introduced its Internet driven banking product, Harboronline, in December of 1999.

This free service has been well received by our customers, with over 22,000 users enrolled and actively using this




To OQUR SHAREHOLDERS FROM THE PRESIDENT

NONPERFORMING ASSETS
TO TOTAL ASSETS

product. Harbor Federal will continue to use technology to
improve our products and services.

Our goal of expanding our markets through the strategic
placement of new branch offices continues. Two new branches
opened this past year: one in Cocoa Beach in Brevard County and
one in Orange City in Volusia County. Construction is planned for
a new facility in Port St. Lucie, replacing the aging Port St. Lucie
Main branch with a projected opening date of 2003. An additional
office in Port St. Lucie is also scheduled to open in 2003 in the
rapidly growing St. James corridor. The continued investment in
these new facilities provides the opportunity to increase market
share in both deposits and loans.

We continue to seek opportunities to deepen relationships with
our existing customers by providing additional financial services
to complement our banking products through Harbor Insurance
Agency and Harbor Florida Financial Services. Both have

contributed to non-interest income.

Harbor Insurance Agency continues to grow both in numbers of
customers and policies sold. Harbor Insurance Agency is
committed to its mission of expanding and deepening the
breadth of products and services offered to all the markets in
which we serve. Another subsidiary of Harbor Federal Savings

Bank, known as Harbor Florida Financial Services, sells fixed-rate annuities. This affords our customers an alternative

investment product, when traditional banking products do not fit their needs and objectives.

At the end of our fiscal year, Don Bebber, our Chief Financial Officer over the past twelve years, decided to retire.

Fortunately, his replacement is Mike Callahan, most recently Harbor Federal’s controller and a seventeen-year veteran

of our Accounting and Finance Division. This is indicative of the depth of our management team throughout Harbor

Federal and its subsidiaries.

The combined effort and support of shareholders, customers, officers and staff have contributed to the excellent

results for this past year. I want to personally thank each of you for your investment as shareholders, the commitment

of our employees and the loyalty our customers have given us. All of these elements combined have made Harbor

M»Zz{//ﬂm

Michael J. Brown, Sr.
President and Chief Executive Officer

Federal a success. | appreciate and encourage your continued support in the future.

Yot
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“We operate in a great part \ r
of the country. We have
a great staff. [ believe we
are in a position to continue
to provide outstanding results.”
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FHARBOR FEDERAL’S 34 LOCATIONS

The year 2002 brought continued expansion
in our northern market area with the opening
of the Cocoa Commons branch office in
Brevard County in January and the Orange
City branch office in Volusia County in August

of this year.

INDIAN RIVER
COUNTY
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Indian River Mall
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West Sebastian

PORT ST. LucE
REGION
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CORPORATE REGIONS

BREVARD

[Birevard County, also known as the “Space Coast,” is located on the east
coast of Florida, just south of Volusia County. The Kennedy Space Center
calls Brevard County home. Brevard has its own international airport
located in Melbourne. Brevard has a highly skilled, diverse labor pool,
resulting in very low unemployment rates.

Bordered on the east by 72 miles of beaches and on the west by lush tracts
of greenery, Brevard has dozens of well-planned and carefully developed
communities. With over 1,000 square miles within its borders, Brevard
County’'s population has soared over 20% in just ten years to over 480,000

residents.
Paul LaFleur Paul LaFleur, the Brevard County Regional President, oversees the efforts of
b
Regional President, our nine locations there. Harbor Federal opened its first two branches in

Brevard County Region Brevard County in 1981. Most recently, we opened our eighth full-service
Brevard County branch in Cocoa in January of 2002. The eight branches,
along with our Loan Production Office located on Merritt Island, have assisted us in becoming the number-
one residential construction lender in Brevard County. LaFleur adds, “We have earned the reputation of
being experts in the field of residential lending, with particular emphasis on construction lending. Harbor
Federal has set the standard for construction/permanent lending through our innovative programs and
experienced lenders, helping our neighbors realize the American Dream of home ownership. Our goal is
to make our customers lifelong financial partners.”

INDIAN RIVER

Ilndian River County is located on Florida's east coast, just south of
Brevard County and is the northern-most county on the “Treasure Coast.”

Indian River County is known worldwide as the Indian River Citrus District.
Vero Beach, which is the county seat of Indian River County, is the longtime
home for spring training for the Los Angeles Dodgers. Indian River County
boasts of 22 golf courses, 23 miles of Atlantic beaches and thousands of
acres of citrus groves. The population has increased by over 10,000
residents to 112,000 in just four short years.

Carolyn Peeler, Indian River County’s Regional President manages the
j activities of the five branches we have situated in Indian River County. Our
| branches are centrally located in the two major towns in Indian River Regional President,
County, Vero Beach and Sebastian. Peeler states, “Economic development Indian River County Region
is a major priority for the government of Indian River County. Harbor
Federal plays a major role in this growth by offering the appropriate
commercial banking services and professional support that they deserve. Our team of experienced and
knowledgeable bankers assists all our clients by recommending the right service, at the right time to meet
each client’s objectives.”

Carolyn L. Peeler

6 All Regional Presidents Photos: Rob Downey Photography



CORPORATE REGIONS

St Lucie County, positioned just south of Indian River County and part of the “Treasure Coast,” is the third
fastest growing area in Florida and among the fastest nationwide. In 1998, Money Magazine named this
metropolitan area on their “best places to live” listing and in 1999, USA Weekend lauded the Treasure Coast as “the
best destination for the millennium.” St. Lucie County proudly boasts of its 21 miles of unspoiled beaches. The
county encompasses nearly 600 square miles with nearly 193,000 inhabitants. Although citrus groves grace
thousands of acres, St. Lucie County is also home of the Mets Spring Training, QVC Calling Center and the
Professional Golf Association’s impressive complex featuring three professional golf courses and a training center.
St. Lucie County is quickly gaining recognition for its research capabilities through the efforts of the USDA
Research Lab, University of Florida [FAS Center and Harbor Branch Oceanographic Institution.

D keechobee County is an agricultural-based county located in the heartland of South Central Florida. Over
70% of its 774 square miles are used for agricultural purposes. Okeechobee leads the state in the production of
both beef cattle and dairy cattle. With 30 miles of shoreline bordering Lake Okeechobee, tourism is the second
largest industry. Nearly 36,000 people call Okeechobee County home.

FORT PIERCE/
OKEECHOBEERE

[Hlarbor Federal Savings Bank is headquartered in downtown Fort Pierce, the
county seat of St. Lucie County. Ginny McAlarnen, Fort Pierce Regional President,
channels the endeavors of the four branches in Fort Pierce and one in Okeechobee
County. McAlarnen is excited about the economic expansion seen in her market
and commented, “Although this economy is highly dependent on citrus, vegetables
and cattle operations, new distribution facilities such as Pepsico and Wal-Mart, are
relocating here. This adds new and broader employment opportunities for
residents. Harbor Federal is fully prepared to meet their banking needs of through
a complete line of personal banking products, from checking accounts and
mortgages to business lines, such as commercial real estate and lines

Ginny McAlarnen of credit.” She proudly adds, “We are dedicated to community service and we
Regional President, recently received the Florida Governor’s award
Fort Pierce/Okeechobee Region for ‘Outstanding Support of Education.” ”

PORT ST. LUCIE

"IT'he fastest growing city in St. Lucie County is Port St. Lucie. New

developments like Westchester and Tesoro are emerging throughout Port St.

Lucie. Housing starts are at a record high according to Port St. Lucie city building
officials. Sonia Payne, Regional President for the Port St. Lucie Region, effectively
engages the four branches in all aspects of the community. She is quick to point
out, “We are telling our ‘Harbor Federal story’ throughout Port St. Lucie and
people are listening. People want to do business with our bank because we are
relationship driven: focusing on quality products, extraordinary customer
service and delivery by banking specialists. Harbor is highly visible because we
are committed to giving back to the community through service in many, if not Sonia Payne,

most, non-profit and professional organizations.” Regional President,
Port St. Lucie Region




CORPORATE REGIONS

VOLUSIA

Yolusia County is the northern-most market area for Harbor Federal Savings
Bank. Located on Florida’s east coast, Volusia County’s world class coastline
spans 47 miles of beaches from Ormond Beach on the north down to New Smyrna
on the south and includes the world renowned Daytona Beach. The western
communities within Volusia County border the eastern suburbs of Orlande and
include the rapidly growing towns of Deltona, Orange City and DeLand.

NASCAR racing begins its season every February at the Daytona International
Raceway with the Daytona 500. The LPGA (Ladies Professional Golf Association)
is headquartered here, while the London Symphony Orchestra makes Volusia
County its home during the summer. Volusia County consists of over 1,100
square miles with 450,000 residents. Forty thousand new residents made Volusia
County their home in the past five years.

Andy Kirkman, the Volusia County Regional President, manages our seven offices
situated in Volusia County. Our commitment to better serve the banking needs
of our neighbors in Volusia County is evidenced by the opening of our newest
location in Orange City in August of 2002 and marks the fourth new branch in

Andy Kirkman
Regional President,
Volusia County Region

Volusia County since 1998. However, Kirkman is quick to add, “Our challenge is clear. We must build on our
successes day by day, one customer at a time, always mindful of our desire to deliver the best in quality services,
fairly priced, in a professional manner, resulting in a superior return for our shareholders.”

Susan J. Gifford

Regional President,
Martin County Region

MARTIIN

1L _ocated directly south of St. Lucie County, Martin County is the southern-
most county we serve and is also part of the “Treasure Coast.” Martin
encompasses 556 square miles with over 141,000 residents. Although tens of
thousands of acres are designated for citrus, vegetables and cattle, Martin’s
diverse economy supports a wide range of businesses from yacht
manufacturers to home-based businesses.

Stuart is the seat of Martin County and is better known as the “Sailfish Capital
of the World.” Martin County has been designated a “Blue Chip” community,
which was earned in recognition of its efforts in meeting state standards to
attract business and industry to the area. Martin has also been certified
“Camera Ready” by the state which enables the motion picture and television
industry to film in the area with minimal effort and delays.

Susan Gifford, Martin County’s Regional President, directs the efforts of the
four branches based in Martin County. Our branches are located in the
northern part of the county, as there is substantial commuter traffic between

Port St. Lucie (St. Lucie County) and Stuart (Martin County). Gifford reflects, “Our clients are desirous of
true community banking, consisting of a full line of banking products delivered by professional bankers. Our
expert staff has the knowledge, experience, training and desire to assist each and every person with his or
her individual banking needs. Additionally, the total commitment our staff has to community activities has
made Harbor Federal known in Martin County as a neighbor always willing to lend a helping hand, and
customers have responded very favorably. These efforts have earned us an award from Florida’s Lt.
Governor Frank Brogan for our mentoring efforts.”




SUBSIDIARIES OVERVIEW

Ealh A

HARROR FLORIDA HARBOR FEORIIA
AN ' FINANCIAL SERVICES

Hntroduced in October 2001, Harbor Florida Financial Services, Inc., our retail non-deposit investment
subsidiary, has become a contributor to the non-interest income of the bank. Careful attention to our
customers needs ensures that they are qualified to purchase our fixed rate annuity products.

Agency Representation

Harbor Florida Financial representatives can be found
throughout Harbor Federal’s six county market area:
* 40 licensed agency representatives.

¢ Market penetration in 21 of Harbor Federal’s 34 locations.

Financial Strength

Careful evaluation of the financial strength and reputation of
the companies we represent has always been a priority:

AIG Annuity Insurance Company founded in 1944, is a
leader in fixed annuity sales in the bank market.

Lincoln National Life Insurance Company founded in 1805,
is the 8th largest life insurance company in the United States.

AIGAnnuity

INSURANCE COMPANY

f1Lincoln

Financial Group»
Lincoln Retirement

s

NSURANCE
AGENCY

Companion Business

Harbor Insurance is a great companion company for Harbor Federal. Due to the
bank’s volume of residential lending, providing insurance was a natural transition:

¢ Loan officer referrals provide a steady flow of new
business opportunities to the agency.

¢ Agency representatives work closely with bank representatives
to provide insurance services in a quick and efficient manner.

‘ -l HARBOR INSURANCE AGENCY
‘ HA Acquired in June 2001, Harbor Insurance Agency, a full service ‘{\)

HARBOR independent insurance agency, has proven to be a growing success story. @d
The addition of Harbor Insurance has broadened the range of products and
services available to both bank and agency customers.

Choice™

Products & Services ﬁ"
Harbor Insurance represents a variety of well-respected H:I;HE
and highly rated insurance companies, allowing them RTFORD
to offer a complete line of services:
e Homeowners ¢ Business Property & Liability PROGRESSIVE

A‘WE“‘“@”NA“C’*” e Life ® Workers Compensation

CITIZENS INSURANCE* A bl @

o [ ]
e SO utomobile ZURICH

www.harboria.com




COMMERCIAL LENDING OVERVIEW

COMMERCIAL LENDING AND
COMMERCIAIL REAIL. ESTATE LENDING

Lending to local companies continues to be an
important and successful component of Harbor
Federal’s business plan. By offering a full array of L
commercial lending products, Harbor serves the
credit needs of businesses in providing everything

from short-term working capital lines to medium

term loans and long-term real estate mortgages.

As of September 30, 2002, commercial loans
increased over the prior year by a total of 23 % to » 7
$214.2 million in commercial real estate loans and NG o e LY X - AaEs
$34.1 million in commercial business loans. This

e I e o

Clark Properties, situated in Volusia County, works with Harbor Federal
to assist them with their commercial banking solutions.

increase in outstandings was accomplished by a
notable increase in new business relationships and
expansion of lending activity in each of Harbor
Federal’s regions.

Located in strong residential lending markets, Harbor
Federal’s experienced commercial lenders work
closely with its residential lending staff in serving the
needs of local builders. As these builders have grown

Harbor Federal’s lenders handle the commercial credit needs
of Nouvania of America, Inc., a luxury yacht tenders manufacturer.

and other large developers have been attracted to this area,
Harbor Federal has provided the experience and capital to assist
them with their commercial credit needs, from home
construction or project financing to developing residential lots.

During the last year, Harbor Federal has continued to fill a
growing demand in other commercial real estate lending
opportunities such as office buildings, owner occupied
properties, retail centers and small industrial buildings.
Although non-real estate business loans do not currently
comprise a large portion of current outstandings, serving the
needs of local businesses with lines of credit, equipment loans,

letters of credit, and other loan products is important to Harbor b - -

Federal’s plans. Harbor Federal’s commercial lenders have assisted
in the expansion projects of clients throughout all

of the regions we serve, resulting in a 23% growth

in commercial loan outstandings in the past year.

Harbor Federal’s commercial loan officers work diligently at not
only “knowing their customers” but also understanding the
demands and changes in the local market. As a result, we are
equipped to structure sound and suitable credit solutions, while assisting in serving all of the other financial
needs of corporate customers through the full range of commercial products offered by Harbor Federal.

10
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Stephen H. Spragins




SELECTED CONSOLIDATED FINANCIAL DATA

Selected Consolidated Financial Condition Data

September 30,
2002 2001 2000 1999

(In thousands)

Total assets $2,091,123 $1,755,108 $1,582,695 $1,462,550 $1,350,583
Loans (net) (1) 1,541,468 1,401,873 1,251,669 1,070,335 944,700
Federal funds sold — — — — 20,000
[nvestment securities (2) 147,405 46,614 85,967 87,076 101,505
Mortgage-backed securities 181,269 153,714 165,059 196,971 201,049
Real estate owned 733 917 871 911 2,534
Deposits 1,372,362 1,200,092 1,098,537 977,595 918,126
Short-term borrowings 22,000 10,043 18,000 — —
Long-term debt 423,528 285,544 220,091 225,000 145,000
Stockholders’ equity 238,918 224,835 219,384 235,922 263,719

(1) Excludes loans held for sale of $8,263,000, $5,373,000, $2,548,000, $1,747,000 and $714,000, as of September 30, 2002,
2001, 2000, 1999 and 1998, respectively.

(2) Includes investments available for sale of $147.2 million, $46.4 million, $85.8 million, $76.1 million and $71.5 million,
in 2002, 2001, 2000, 1999 and 1998, respectively.

Selected Consolidated Operating Data
Years Ended September 30,

2002 2001 2000 1999 1998

(In thousands except per share data)

Interest income $ 131,807 $126,050  $112,322 $103,884 $ 95,158
Interest expense 56,631 65,234 55,215 48,840 46,658
Net interest income 75,176 60,816 57,107 55,044 48,500
Provision for loan losses 1,515 798 847 816 297
Net interest income after provision for loan losses 73,661 60,018 56,260 54,228 48,203
Other income:
Other fees and service charges 10,779 8,450 6,812 5,505 4,074
Other 5,081 3,880 1,039 671 1,864
Total other income 15,860 12,330 7,851 6,176 5,938
Other expenses:
Compensation and benefits 21,829 18,652 16,503 15,413 14,282
Occupancy 5,404 4,858 4,185 3,422 3,365
Other 10,154 9,104 7,956 7,196 6,885
"Total other expenses 37,387 32,614 28,644 26,031 24,532
Income before income taxes 52,134 39,734 35,467 34,373 29,609
Income tax expense 20,350 15,626 13,719 13,154 12,243
Net income $ 31,784 $ 24,108 $ 21,748 $ 21,219 $ 17,366
Net income per share:
Basic 8 1.40 $ 1.04 $ .89 $ 77 $ .58
Diluted ] 1.36 $ 102 $ .88 $ .76 $ .57
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SELECTED CONSOLIDATED FINANCIAL DATA

Selected Financial Ratios

Performance Ratios:
Return on average assets
Return on average stockholders’ equity
Net interest rate spread
Net interest margin
Noninterest expense to average assets
Average interest-earning assets to average

interest-bearing liabilities

Efficiency Ratio

Asset Quality Ratios:

Nonperforming assets to total assets

Allowance for loan losses to total loans

Allowance for loan losses to nonperforming loans

Capital Ratios:
Average stockholders’ equity to average assets
Stockholders’ equity to assets
Dividend payout ratio

At or for the years ended September 30,

2002 2001 2000 1999 1998

1.67%
13.78
3.72
4.09
1.97

1.44%
10.89
3.21
3.75
1.95

111.92
42.38

113.57
45.91

12.13 13.20 14.65 17.45 15.01
11.43 12.81 13.86 16.13 19.53
31.25 37.26 37.92 37.66 43.66

MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Special Note Regarding Forward-Looking
Statements

This report contains certain “forward-looking statements.”
Harbor Florida Bancshares, Inc. (the “Company”) desires to
take advantage of the “safe harbor” provisions of the
Private Securities Litigation Reform Act of 1995 and is
including this statement for the express purpose of availing
itself of the protections of the safe harbor with respect to
all such forward-looking statements. These forward-
looking statements, which are included in Management’s
Discussion and Analysis and elsewhere, describe future

plans or strategies and include the Company’s
expectations of future financial results. The words
“believe,” “expect,” “anticipate,” “estimate,” “project,” and

similar expressions identify forward-looking statements.
The Company’s ability to predict results or the effect of
future plans or strategies or qualitative or quantitative
changes based on market risk exposure is inherently
uncertain. Factors which could affect actual results
include but are not limited to i) change in general market

interest rates, ii) general economic conditions, iii)
legislative/regulatory changes, iv) monetary and fiscal
policies of the US. Treasury and the Federal Reserve, v)
changes in the quality or composition of the Company’s
loan and investment portfolios, vi) demand for loan
products, vii) deposit flows, viii) competition and ix)
demand for financial services in the Company’s markets.
These factors should be considered in evaluating the
forward-looking statements and undue reliance should not
be placed on such statements.

General

The Company owns 100% of the common stock of Harbor
Federal Savings Bank (“the Bank”), a federal savings bank
whose deposits are insured by the Federal Deposit Insurance
Corporation (FDIC). The Bank provides a wide range of
banking and related insurance services and is engaged in the
business of attracting deposits primarily from the
communities it serves and using these and other funds to
originate primarily one-to-four family first mortgage loans.
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The Company’s results of operations are primarily
dependent on net interest income. Net interest income is a
function of the balances of loans and investments
outstanding in any one period, the yields earned on such
loans and investments, and the interest paid on deposits
and borrowed funds that were outstanding in that same
period. The Company’s noninterest income consists
primarily of fees and service charges, insurance
commissions, gains on sale of mortgage loans, gains on sale
of securities, gains on sale of premises and equipment and,
depending on the period, real estate operations which have
either provided income or loss. The results of operations
are also significantly impacted by the amount of provisions
for loan losses which, in turn, is dependent upon, among
other things, the size and makeup of the loan portfolio, loan
quality, and trends. The noninterest expenses consist pri-
marily of employee compensation and benefits, occupancy
expense and data processing services. Its results of
operations are affected by general economic and
competitive conditions, including changes in prevailing
interest rates and the policies of regulatory agencies.

Disclosure on Quantitative and Qualitative
Market Risk and Asset and Liability Management

The Company attempts to manage its assets and liabilities
in a manner that stabilizes net interest income and net
economic value under a broad range of interest rate
environments. This is accomplished by matching maturity
and repricing periods on loans and investments to maturity
and repricing periods on deposits and borrowings.

The matching of assets and liabilities may be analyzed by
determining the extent to which such assets and liabilities
are interest rate sensitive. An asset or liability is
considered to be interest rate sensitive within a specific
time period if it matures or reprices within that time period.
Interest rate sensitivity analysis, also known as “gap”
analysis, attempts to measure the difference between the
amount of interest-earning assets expected to mature or
reprice within a specific time period compared to the
amount of interest-bearing liabilities expected to mature or
reprice within that time period. An interest rate sensitive
“gap” is considered positive when the amount of interest
rate sensitive assets exceeds the amount of interest rate

sensitive liabilities maturing or repricing within a specified
time period. A “gap” is considered negative when the
amount of interest rate sensitive liabilities exceeds the
amount of interest rate sensitive assets that mature or
reprice within a specified time period. Interest rate
sensitivity analysis is based on numerous assumptions,
such as estimates for paying loans off prior to maturity.
Estimates are revised annually to reflect the anticipated
interest rate environment.

Generally, an institution with a positive interest rate
sensitivity “gap” can expect net interest income to increase
during periods of rising interest rates and decline during
periods of falling interest rates. Likewise, an institution
with a negative “gap” can expect an increase in net interest
income during periods of falling interest rates and a
decrease in net interest income during periods of rising
interest rates. At September 30, 2002, the Company’s
cumulative one-year interest rate sensitivity “gap” was
positive .68%

The Board of Directors has established an Asset/Liability
Committee, which consists of the Company’s president and
other senior officers. The Committee meets on a monthly
basis to review loan and deposit pricing and production
volumes, interest rate risk analysis, liquidity and borrowing
needs, and a variety of other asset and liability
management topics.

The Company currently utilizes the following strategies to

reduce interest rate risk: (a) the Company seeks to
originate and hold in portfolio adjustable rate loans which
have periodic interest rate adjustments; (b) the Company
sells a portion of newly originated fixed rate residential
mortgage loans; (¢) the Company seeks to lengthen the
maturities of deposits when deemed cost effective through
the pricing and promotion of certificates of deposits; (d)
the Company seeks to attract low cost checking and
transaction accounts which tend to be less interest rate
sensitive when interest rates rise; and (e) the Company has
utilized long term Federal Home Loan Bank (“FHLB”)
advances to fund the origination of fixed rate loans. The
Company also maintains a high level of liquid assets
consisting of shorter-term investments, which are expected
to increase in yield as interest rates rise.
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Interest Rate Sensitivity

The table below provides information about the Company’s financial instruments that are sensitive to changes in interest
rates as of September 30, 2002. For borrowings, the table presents principal cash flows by expected maturity dates.

)

@

3

More than
Within Four to More than three years
three twelve one year to to five Over five
months months three years years years Total

(Dollars in thousands)
[nterest-earning assets (1):
Mortgage loans (2)

Fixed rate $ 88,081 $ 264,245 $ 377,051 $ 160,241 $ 126,822 $1,016,440

Adjustable rate 78,670 91,133 96,349 62,739 28,060 356,951
Other loans (2):

Fixed rate 12,786 38,359 46,732 15,616 7,541 121,034

Adjustable rate 64,958 4,370 254 — 100 69,682
Mortgage-backed securities:

Fixed rate 17,855 53,408 73,121 21,859 10,416 176,659

Adjustable rate 399 4,211 — — — 4,610
Investment securities

and other assets 117,602 61,358 81.413 — 200 260,573

Total $ 380,351 § 517,084 $ 674920 $ 260455 $ 173,139  $2,005,949

Interest-bearing liabilities:
Deposits (3):

NOW accounts $ 9449 $ 28348 $ 3628 $ 13063 $§ 7,348 $ 94494
Passbook accounts 17,296 51,888 38,743 6,199 1,180 115,306
Money market accounts 33,732 101,196 32,383 1,295 54 168,660
Certificate accounts 211,891 407,464 148,143 44,865 1,764 814,127
Borrowings (4) — 22,000 38,000 5,000 380,528 445,528
Total $ 272,368 $ 610,896 $ 293,555 $ 70,422 $ 390,874 $1,638,115

Excess (deficiency)

of interest-earning assets over

interest-bearing liabilities $ 107983 $ (93,812) $ 381,365 $ 190,033 $(217,735) $ 367,834
Cumulative excess

of interest-earning assets over

interest-bearing liabilities $ 107983 $ 14,171 § 395536 § 585569 $ 367834
Cumulative excess

of interest-earning assets over

interest-bearing liabilities

as a percent of total assets 5.16% 0.68% 18.92% 28.00% 17.59%

Adjustable and floating rate assets are included in the period in which interest rates are next scheduled to adjust rather than in the
period in which they are due, and fixed rate assets are included in the periods in which they are scheduled to be repaid based on
scheduled amortization, in each case adjusted to reflect estimated prepayments.

Estimated prepayment statistics were obtained from averaged projections from various primary securities dealers. For fixed rate
mortgages and mortgage-backed securities, annual prepayment rates from 17 to 39%, based on the coupon rate, were used.

Balances have been reduced for loans in process and deferred loan fees and discounts that aggregated to $100.2 million at September
30, 2002. Nonperforming loans aggregating $2.6 million were included in the within three month repricing period.

The Company's negotiable order of withdrawal (“NOW") accounts, passbook savings accounts and money market deposit accounts
are generally subject to immediate withdrawal. However, management considers a certain portion of these accounts have
significantly longer effective maturities based on the Company’s retention of such deposit accounts in changing interest rate
environments. NOW accounts, passbook savings accounts and money market deposit accounts are assumed to be withdrawn at
annual rates of 40%, 60% and 80%, respectively, of the declining balance of such accounts during the period shown. Management
believes the rates are indicative of expected withdrawal rates in a rising interest rate environment. If all of the Company’s NOW
accounts, passbook savings accounts, and money market deposit accounts had been assumed to be subject to repricing within one
year, the cumulative one-year deficiency of interest-earning assets to interest-bearing liabilities would have been negative $122.4
million, or negative 5.85% of total assets.

15




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONBDITION
AND RESULTS OF OPERATIONS

(4) Of the $445.5 million of borrowings, $380 million are callable on specified dates during the years 2003, 2005, 2006 and 2007 by
the Federal Home Loan Bank (FHLB). Based on the interest rate environment that existed at September 30, 2002, and assuming this
interest rate environment remains constant through 2007, management believes that it is unlikely the borrowings would be called by
the FHLB. Management has therefore assumed that these borrowings will continue to their stated maturity. These borrowings are
included in the over five years repricing category.

Certain shortcomings are inherent in the method of
analysis presented in the foregoing table. For example,
although certain assets and liabilities may have similar
maturities or periods to repricing, they may react in
different degrees to changes in market interest rates. Also,
the interest rates on certain types of assets and liabilities
may fluctuate in advance of changes in market interest
rates, while interest rates on other types may lag behind
changes in market rates. Additionally, certain assets, such
as adjustable rate mortgage loans, have features that
restrict changes in interest rates on a short-term basis and
over the life of the asset. Further, in the event of a change
in interest rates, prepayment and early withdrawal levels
would likely deviate significantly from those assumed in
calculating the table. Finally, the ability of many borrowers
to service their debt may decrease in the event of an
interest rate increase.

The Company does not purchase, sell or enter into
derivative financial instruments or derivative commodity
instruments as defined by Statement of Financial
Accounting Standards (SFAS) No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (“Statement
1337).

Interest Rate Risk

The Company uses a computer model to quantify its
interest rate risk. The computer model measures the
sensitivity of asset and liability fair values to hypothetical
changes rates. Interest rate sensitive
instruments used in the computer model include: loans,
mortgage-backed securities, investment securities, federal
funds sold, interest-bearing deposits in other banks, FHLB
stock, deposits, advances from the FHLB, and ofi-balance
sheet loan servicing rights and commitments. The model
calculates net present values for assets, liabilities and off-
balance sheet contracts using a discounted cash flow
methodology. These amounts are netted together to
determine net portfolio value. Management estimates
discount rates by using current market yields on similar
financial instruments. Discount rates are adjusted upward
and downward by 100 basis points and 200 basis points to
reflect a hypothetical parallel shift in interest rates. In
addition, management estimates loan prepayment rates,
deposit decay rates, and values of certain assets that could

in interest

correspond with such hypothetical parallel shifts in
interest rates.

Presented below is an analysis of the Company’s interest
rate risk at September 30, 2002 as calculated utilizing the
Company’s computer model. The table presents net
portfolio value, dollar and percent changes in net portfolio
value, for instantaneous and parallel shifts in the yield
curve in 100 basis point increments up and down. Due to
the low interest rate environment that existed at
September 30, 2002, an analysis of a 200 basis point
downward shift in interest rates would not be meaningful
and is therefore not shown.

Change Net portfolio Dollar
in rates value amount change Percent
(Dollars in thousands)
+200 B.P. $ 290,435 $ (3,697 (1.26)%
+100 B.P. $ 291,760 $ (2372 (81)%
0B.P. $ 294,132 3$ 0 0 %
- 100 B.P. $ 274,751 $ (19,381) (6.59%

The Company’s net portfolio value amount declines by
81% and 1.26%, respectively in a hypothetical 100 basis
point and 200 basis point rise in interest rates. The net
portfolio value decline results from the nature of the asset
and liability mix. The Company's assets consist of
predominately long-term, fixed rate loans and mortgage-
backed securities amounting to $1.314 billion at September
30, 2002. Of this amount, $1.137 billion were loans and $177
million were mortgage-backed securities. These assets are
funded primarily by interest bearing deposits and
borrowings totaling $1.638 billion at September 30, 2002.
Interest bearing deposits amounted to $1.192 billion and
borrowings totaled $446 million at September 30, 2002.
Interest bearing deposits and borrowings tend to be
shorter-term in nature. Thus, during periods of rising
interest rates, the Company’s long-term fixed rate assets
can be expected to reprice more slowly than its interest
bearing deposits and borrowings. This repricing difference
results in a reduction of net portfolio value in rising interest
rate environments. Under declining interest rate
environments, the Company’s loan customers may, under
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certain circumstances, have an economic incentive to
refinance their loans at the prevailing hypothetical rate.
Such loan refinancing activity could result in significantly
shorter asset durations. Shorter asset durations in a
declining interest rate environment could result in a lower
net portfolio amount. Therefore, given the low interest
rate environment that existed at September 30, 2002,
management believes that net portfolio values are likely to
be more adversely affected by declining interest rates than
rising interest rates.

The preceding analysis is based on numerous assumptions
that management believes to be reasonable. These
assumptions relate to interest rates, loan prepayment
rates, deposit decay rates, and market values of certain
assets under various interest rate scenarios. It was also
assumed that delinquency rates would not change as a
result of changes in interest rates although there can be no
assurance that this will be the case. Even if interest rates
change in the designated increments, there can be no
assurance that the Company’s assets and liabilities would
perform as indicated in the table above. Since there is no
quoted market for most of the Company's financial
instruments, management has no basis to determine that
values presented would be indicative of the amounts
realized in an actual negotiated sale. Furthermore,
management has not considered the tax effect or
transaction costs that may be associated with disposal of
the Company's assets and liabilities. A change in U.S.

Treasury rates in the indicated amounts, accompanied by a
change in the slope or shape of the yield curve, could result
in significantly different net portfolio values than shown
above.

Equity Pricing Risk

The Company maintains a portfolio of available for sale
equity securities, which subjects the Company to equity
pricing risks. The change in fair values of equity securities
represents instantaneous changes in all prices for available
for sale equity securities. Equity pricing risk is managed
through company diversification and individual position
limits established in the investment policy. At September
30, 2002, the Company did not maintain an equity trading
portfolio. The following are changes in the fair value of the
Company's available for sale securities at September 30,
2002 based on percentage changes in fair value.

Fair value of available-
for-sale securities

Percent change
in fair value

(Dollars in thousands)

20% $5,321
10% $4,877
0% $4,434
(10)% $3,991
20)% $3,547

Actual future price appreciation or depreciation may be
different from the changes identified in the table above.
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Analysis of Net Interest Income

The Company’s earnings historically depended primarily
upon its net interest income, which is the difference
between interest income earned on its loans and
investments (“interest-earning assets”) and interest

incurred on its deposits and any borrowed funds (“interest-
bearing liabilities”). Net interest income is affected by (i)
the difference between rates of interest earned on the
Company’s interest-earning assets and rates paid on its
interest-bearing liabilities (“interest rate spread”) and (i)
the relative amounts of its interest-earning assets and
interest-bearing liabilities.

The following tables present an analysis of certain aspects
of the Company’s operations during the periods indicated.
The first table presents the average balances of, and the
interest and dividends earned or incurred on, each major
class of interest-earning assets and interest-bearing
liabilities. No tax equivalent adjustments were made.
Average balances represent daily average balances. The
yvields and costs include fees that are considered
adjustments to yields.

2002

Years ended September 30,
2001 2000

Average
balance

Interest &
dividends

Yield/
rate

Interest & Yield/ Interest & Yield/
dividends rate dividends rate

Average
balance

Average
balance

(Dollars in thousands)

Assets:
Interest-earning assets (1):
Interest-bearing deposits $ 72482 S 1,369 1.89% % 49878 $ 2221 445% $ 15416 § 844 5.47%
Investment securities 99,367 4,421 4.45 78,236 4,611 5.89 97,490 5,849 6.00
Mortgage-backed securities 183,650 11,167 6.08 149,708 9,517 6.36 180,460 11,537 6.39
Mortgage loans 1,309,003 100,887 7.71 1,188,592 95,353 8.02 1,035,615 81,928 7.91
Other loans 175,577 13,963 7.95 154,410 14,348 9.29 130,580 12,164 9.32
Total interest-earning assets 1,840,079 131,807 7.16 1,620,824 126,050 7.78 1,459,561 112,322 7.70
Total noninterest-earning assets 61,030 56,737 52,207
Total assets 1,901,109 1,677,561 1,511,768
Liabilities and Stockholders’ Equity:
Interest-bearing liabilities
Deposits:
Transaction accounts $ 389,061 $§ 2,838 J13% $ 299,987 § 4,577 1.53% $ 221,001 $ 2466 1.12%
Passbook savings 107,606 722 .67 92,921 1,264 1.36 106,465 2,002 1.88
Official checks 12,667 — .00 10,249 — .00 9,161 — .00
Certificate accounts 782,563 34,269 4.38 757,611 44,563 5.88 695,866 37,546 5.40
Total deposits 1,291,897 37,829 293 1,160,768 50,404 434 1,032,493 42,014 4.07
FHLB advances 352,199 18,799 5.34 266,340 14,817 5.56 232,917 13,195 5.67
Other borrowings 20 3 13.82 69 13 18.84 16 6 35.15
Total interest-bearing liabilities 1,644,116 56,631 3.44 1,427,177 65,234 457 1,265,426 55,215 4.36
Noninterest-bearing liabilities 26,316 29,022 24,922
Total liabilities 1,670,432 1,456,199 1,290,348
Stockholders’ equity 230,677 221,362 221,420
Total liabilities and
stockholders’ equity 1,901,109 1,677,561 1,511,768
Net interest income/ - - -
interest rate spread (2) § 75,176  3.72% $60,816 3.21% $ 57,107 3.34%
Net interest-earning assets/ - -
net interest margin (3) $ 195,963 4.09% $ 193,647 3.75% $ 194,135 3.91%
Interest-earning assets - - -
to interest-bearing liabilities 111.92% 113.57% 115.34%

(1) Average balances and rates include nonaccruing loans.

(2) Interest rate spread represents the difference between weighted average interest rates earned on interest-earning assets and the
weighted average interest rates paid on interest-bearing liabilities.

(3) Net interest margin represents net interest income as a percentage of average interest-earning assets.
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Rate/Volume Analysis

The relationship between the volume and rates of the
Company'’s interest-earning assets and interest-bearing
liabilities influences the Company’s net interest income. The
following table reflects the sensitivity of the Company’s
interest income and interest expense to changes in volume
and in prevailing interest rates. For each category of
interest-earning assets and interest-bearing liabilities,

information is provided on effects attributable to: (1)
changes in volume (changes in volume multiplied by old
rate); (2) changes in rate {changes in rate multiplied by old
volume); and (3) net change. Changes attributable to the
combined impact of volume and rates have been allocated
proportionately to changes due to volume and changes due
to rate.

Years Ended September 30,
Increase (Decrease)

2002 vs. 2001

2001 vs. 2000 2000 vs. 1999

Volume Rate Net Volume Rate Net Volume Rate Net
(In thousands)
Interest income:
Interest-bearing deposits $ 427 $(1,279) $ (852 $ 1532 $ (155) $ 1,377 $(1,935) $ 282 $(1,653)

Investment securities 933 (1,123) asop (1,007 (231) (1,238) (288) 30 (258)
Mortgage-backed securities 2,064 @14 1,650 (1,955) (65) (2,0200 (1,731 95  (1,636)
Mortgage loans 9,538 (4,005 5,533 12,187 1,238 13,425 10,499 (171) 10,328
Nonmortgage loans:
Commercial loans 75 676) 601 584 (137) 447 446 81 527
Consumer loans 1,642 (1,425) 217 1,629 108 1,737 1,075 55 1,130
Total interest income 14,679 (8,922) 5,757 12,970 758 13,728 8,066 372 8,438
Interest expense:
Deposits:
Transaction accounts $ 647 $(2,386) $(1,739) $ 1,181 $ 930 $ 2,111 $ 437 $ 248 $ 685
Passbook savings 79 621 (542) (421) 317) (738) 123 (114) 9
Certificate accounts 1,092 (11,386) (10,294) 3,632 3,385 7,017 1,904 1,697 3,601
Total deposits 1,818 (14,393) (12,575) 4,392 3,998 8,390 2,464 1,831 4,295
FHLB advances 4,402 420) 3,982 1,786 (164) 1,622 1,911 167 2,078
Other borrowings Q0 — Q0 7 — 7 2 — 2
Total interest expense 6,210 (14,813) (8,603) 6,185 3,834 10,019 4,377 1,998 6,375

Net interest income

$8,469 § 5,891 $14,360

$ 6,785 $ (3,076) $ 3,709 $ 3,

689

$(1,626) $ 2,063

Results of Operations

Year Ended September 30, 2002 Compared to Year
Ended September 30, 2001

General

Diluted earnings per share for the year ended September 30,
2002, increased 33.3% to $1.36 per share on net income of $31.8
million, compared to $1.02 per share on net income of $24.1
million for the same period last year. This increase was due
primarily to the growth in the loan portfolio, the increase in the
net interest margin due primarily to a decrease in the cost of
deposits and a reduction in shares o“utstanding due to treasury
stock purchases. Net interest income increased 23.6% to $75.2
million for the year ended September 30, 2002, compared to
$60.8 million for the year ended September 30, 2001. This
increase was due to an increase in interest income of $5.8
million and a decrease in interest expense of $8.6 million.

Other income increased to $15.9 million for the year ended
September 30, 2002 from $12.3 million for the year ended
September 30, 2001. Other expenses increased to $37.4 million
for the year ended September 30, 2002 from $32.6 million for
the year ended September 30, 2001.

Interest Income

Total interest income increased to $131.8 million for the year
ended September 30, 2002 from $126.1 million for the year ended
September 30, 2001 as a result of an increase in average interest-
earning assets to $1.8 billion for the year ended September 30,
2002 from $1.6 billion for the year ended September 30, 2001. The
average rate earned on interest-earning assets decreased to 7.16%
for the year ended September 30, 2002 from 7.78% for the year
ended September 30, 2001, a decrease of 62 basis points. Interest
income on loans increased $5.2 million to $114.9 million for the
year ended September 30, 2002 from $109.7 million for the year
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ended September 30, 2001. This increase was a result of a $141.6
million increase in the average balance to $1.5 billion in 2002 from
$1.3 billion in 2001. The average yield on loans decreased to 7.74%
for the year ended September 30, 2002 from 8.17% for the year
ended September 30, 2001. The increase in the average balance of
total loans was mainly due to significant growth in the residential,
commercial real estate and consumer loan portfolios resulting
from increased levels of loan originations. Interest income on
investment securities decreased $190,000 to $4.4 million for the
year ended September 30, 2002 from $4.6 million for the year
ended September 30, 2001. This decrease was primarily due to a
decrease in the yield on investments to 4.45% for the year ended
September 30, 2002 from 5.89% for the year ended September 30,
2001. This decrease was partially offset by a $21.1 million increase
in the average balance to $99.4 million in 2002 from $78.2 million
in 2001. The increase in the average balance of investment
securities was primarily due to the purchase of FHLB and FHLMC
Notes. Interest income on mortgage-backed securities increased
$1.7 million to $11.2 million for the year ended September 30, 2002
from $9.5 million for the year ended September 30, 2001. This
increase was primarily the result of a $33.9 million increase in the
average balance to $183.6 million in 2002 from $149.7 million in
2001. The increase in the average balance of mortgage-backed
securities was primarily due to the purchase of FHLMC and FNMA
15 year mortgage-backed securities. Other interest income, mainly
consisting of interest on interest-bearing deposits in other banks,
decreased $852,000 to $1.4 million for the year ended September
30, 2002 from $2.2 million for the year ended September 30, 2001.
This decrease was primarily due to a decrease in the yield on
interest-bearing deposits to 1.89% for the year ended September
30, 2002 from 4.45% for the year ended September 30, 2001. This
decrease was partially offset by an increase in the average balance
to $72.5 million in 2002 from $49.9 million in 2001. The increase in
the average balance of interest-bearing deposits was primarily due
to an increase in overnight funds on deposit at the FHLB.

Interest Expense

Total interest expense decreased to $56.6 million for the year
ended September 30, 2002 from $65.2 million for the year ended
September 30, 2001. This decrease was due primarily to a
decrease in the average rate incurred on interest-bearing liabilities
to 3.44% for the year ended September 30, 2002 from 4.57% for the
year ended September 30, 2001, a decrease of 113 basis points.
This decrease was partially offset by an increase in average
interest-bearing liabilities to $1.6 billion for the year ended
September 30, 2002 from $1.4 billion for the year ended September
30, 2001. Interest expense on deposits decreased $12.6 million to
$37.8 million for the year ended September 30, 2002 from $50.4
million for the year ended September 30, 2001. This decrease was
a result of a decrease of 141 basis points in the average rate to
2.93% for the year ended September 30, 2002 from 4.34% for the
year ended September 30 2001. This decrease was partially offset

by a $131.1 million increase in the average balance to $1.3 billion
in 2002 from $1.2 billion in 2001. The average deposit mix changed
to 39.4% and 60.6% of core deposits and certificates, respectively,
for the year ended September 30, 2002 from 34.7% and 65.3%,
respectively, for the same period in 2001. Interest expense on
FHLB advances and other borrowings increased $4.0 million to
$18.8 million for the year ended September 30, 2002 from $14.8
million for the year ended September 30, 2001. This increase was
the result of an increase of $85.9 million in the average balance to
$352.2 million in 2002 from $266.3 million in 2001, primarily due to
proceeds from new long-term fixed rate advances taken in order to
fund the origination of fixed rate loans and the purchase of
mortgage-backed securities.

Provision for Loan Losses

The determination of the allowance for loan losses is considered
by management to be a critical accounting policy and is based
upon estimates made by management.

Critical accounting policies are defined as policies which are
material to the portrayal of the Company’s financial condition and
results of operations, and that require management’s most
difficult, subjective, or complex judgments. The Company's
financial results could differ significantly if different judgments or
estimates are applied in the application of these policies.

The provision for loan losses was $1.5 million for the year ended
September 30, 2002, compared to $798,000 for the year ended
September 30, 2001. The provision for loan losses for the year
ended September 30, 2002 was principally comprised of a charge
of $949,000 due to loan growth, primarily in the commercial real
estate and consumer loan portiolios, and $555,000 in net charge
offs. The provision for loan losses for the year ended September
30, 2001 was principally comprised of a charge of $424,000
related to an increase in the level of classified loans, due
primarily to the change in classification of one commercial real
estate loan, $264,000 due to loan growth, primarily in the
residential and consumer loan portfolios, and a charge of
$110,000 for net chargeoffs. The allowance for loan losses was at
$14.4 million and $13.4 million for September 30, 2002 and 2001,
respectively. The allowance was .93% and .96% of total loans at
September 30, 2002 and 2001, respectively and was 219.4% and
251.9% of classified loans at September 30, 2002 and 2001,
respectively. Nonperforming loans decreased to $1.7 million at
September 30, 2002 from $2.6 million at September 30, 2001, The
ratio of the allowance for loan losses to total nonperforming
loans increased to 865.9% at September 30, 2002 from 519.0% at
September 30, 2001,

There were no significant changes in the estimation methods or
fundamental assumptions used in the calculation of the allowance
for loan losses at September 30, 2002, compared to September 30,
2001. Furthermore, there was no reallocation of the allowance
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from September 30, 2001. While the Company's management uses
available information to recognize losses on loans, future
additions to the allowance may be necessary based on changes in
economic conditions.

Other Income

Other income increased by $3.6 million to $15.9 million for the
year ended September 30, 2002 from $12.3 million for the year
ended September 30, 2001. This increase was due primarily to
increases of $2.3 million in other fees and service charges, $1.9
million in gain on the sale of mortgage loans, $468,000 in insurance
commissions and fees partially offset by decreases of $653,000 in
gain on the sale of premises and equipment and $422,000 in gain
on the sale of securities. Other fees and service charges, primarily
from fees and service charges on deposit products, were $10.8
million and $8.4 million for the years ended September 30, 2002
and 2001, respectively. This increase was due primarily to the
growth in transaction accounts. Gain on sale of mortgage loans
was $2.2 million and $321,000 for the years ended September 30,
2002 and 2001, respectively. This increase was due to an increase
in the sale of residential one-to-four fixed rate mortgage loans to
reduce interest rate risk by limiting the growth of long term fixed
rate loans in the portfolio. Insurance commissions and fees were
$2.2 million and $1.7 million for the years ended September 30,
2002 and 2001, respectively. This increase was due primarily to
fees from the sale of fixed rate annuities and insurance products.
Gain on the sale of securities, primarily from the sale of equity
securities, was $467,000 and $889,000 for the years ended
September 30, 2002 and 2001, respectively. Gain on the sale of
premises and equipment, primarily from the sale of office
buildings and land, were $18,000 and $671,000 for the years ended
September 30, 2002 and 2001, respectively.

Other Expense

Other expense increased by $4.8 million to $37.4 million for the
vear ended September 30, 2002 from $32.6 million for the year
ended September 30, 2001. The increase was due primarily to
increases of $3.2 million in compensation and benefits, $546,000 in
occupancy expense, $479,000 in data processing services and
$474,000 in other expenses. The increase in compensation and
benefits was due primarily to annual salary increases and
additional staff required to support the growth in loans and
deposits. The increase in occupancy expense was due primarily to
an increase in data processing equipment expense. The increases
in data processing services and other expenses are due primarily
to increases resulting from the growth in loans and deposits.

Income Taxes

Income tax expense increased by $4.8 million to $20.4 million for
the year ended September 30, 2002 from $15.6 million for the year
ended September 30, 2001, due primarily to an increase in pretax
accounting income. The effective tax rates were 39.0% and 39.3%
for the years ended September 30, 2002 and 2001, respectively.
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Year Ended September 30, 2001 Compared to Year
Ended September 30, 2000

General

Diluted earnings per share for the year ended September 30, 2001,
increased 15.9% to $1.02 per share on net income of $24.1 million,
compared to 88 cents per share on net income of $21.7 million for
the same period last year. This increase was due primarily to the
growth in the loan portfolio and a decrease in the average number
of shares outstanding as a result of the stock repurchase plan. Net
interest income increased 6.5% to $60.8 million for the year ended
September 30, 2001, compared to $57.1 million for the year ended
September 30, 2000. This increase was due to an increase in
interest income of $13.7 million partially offset by an increase in
interest expense of $10.0 million. Other income increased to $12.3
million for the year ended September 30, 2001 from $7.9 million for
the year ended September 30, 2000. Other expenses increased to
$32.6 million for the year ended September 30, 2001 from $28.7
million for the year ended September 30, 2000.

Interest income

Total interest income increased to $126.1 million for the year
ended September 30, 2001 from $112.3 million for the year ended
September 30, 2000 as a result of an increase in average interest-
earning assets to $1.6 billion for the year ended September 30,
2001 from $1.5 billion for the year ended September 30, 2000. The
average rate earned on interest-earning assets increased to 7.78%
for the year ended September 30, 2001 from 7.70% for the year
ended September 30, 2000, an increase of 8 basis points. Interest
income on loans increased $15.6 million to $109.7 million for the
year ended September 30, 2001 from $94.1 million for the year
ended September 30, 2000. This increase was a result of a $176.8
million increase in the average balance to $1.3 billion in 2001 from
$1.2 billion in 2000. The average yield on loans increased to 8.17%
for the year ended September 30, 2001 from 8.07% for the year
ended September 30, 2000. The increase in the average balance of
total loans was mainly due to significant growth in the residential
and commercial loan portfolios resulting from increased levels of
loan originations. Interest income on investment securities
decreased $1.2 million to $4.6 million for the year ended
September 30, 2001 from $5.8 million for the year ended
September 30, 2000. This decrease was primarily the result of a
$19.3 million decrease in the average balance to $78.2 million in
2001 from $97.5 million in 2000. The decrease in the average
balance of investment securities was primarily due to the maturity
and call of FHLB and FNMA Notes, Interest income on mortgage-
backed securities decreased $2.0 million to $9.5 million for the
year ended September 30, 2001 from $11.5 million for the year
ended September 30, 2000. This decrease was primarily the result
of a $30.8 million decrease in the average balance to $149.7 million
in 2001 from $180.5 million in 2000. The decrease in the average
balance of mortgage-backed securities was primarily due to
repayments. Other interest income, mainly consisting of interest
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on interest-bearing deposits in other banks, increased $1.4 million
to $2.2 million for the year ended September 30, 2001 from
$844,000 for the year ended September 30, 2000. This increase was
primarily the result of a $34.5 million increase in the average
balance of funds on deposit at the FHLB to $49.9 million in 2001
from $15.4 million in 2000. The increase in the average balance of
interest-bearing deposits was primarily due to an increase in
overnight funds on deposit at the FHLB.

Interest Expense

Total interest expense increased to $65.2 million for the year
ended September 30, 2001 from $55.2 million for the year ended
September 30, 2000. This increase was due primarily to an
increase in average interest-bearing liabilities to $1.4 billion for the
year ended September 30, 2001 from $1.3 billion for the year ended
September 30, 2000. The average interest rate incurred on
interest-bearing liabilities was 4.57% for the year ended September
30, 2001 compared to 4.36% for the year ended September 30,
2000, an increase of 21 basis points. Interest expense on deposits
increased $8.4 million to $50.4 million for the year ended
September 30, 2001 from $42.0 million for the year ended
September 30, 2000. This increase was a result of a $128.3 million
increase in the average balance to $1.2 billion in 2001 from $1
billion in 2000 and an increase of 27 basis points in the average
interest rate to 4.34% for the year ended September 30, 2001 from
4.07% for the year ended September 30, 2000. The average deposit
mix changed to 34.7% and 65.3% of core deposits and certificates,
respectively, for the year ended September 30, 2001 from 32.6%
and 67.4%, respectively, for the same period in 2000. Interest
expense on FHLB advances and other borrowings increased $1.6
million to $14.8 million for the year ended September 30, 2001 from
$13.2 million for the year ended September 30, 2000. This increase
was the result of an increase of $33.4 million in the average
balance to $266.3 million in 2001 from $232.9 million in 2000
primarily due to proceeds from new long-term fixed rate advances
taken in order to fund the origination of fixed rate loans and the
purchase of mortgage-backed securities.

Provision for Loan Losses

The provision for loan losses was $798,000 for the year ended
September 30, 2001, compared to $847,000 for the year ended
September 30, 2000. The provision for loan losses for the year
ended September 30, 2001 was principally comprised of a charge of
approximately $424,000 related to an increase in the level of
classified loans due primarily to the change in classification of one
commercial real estate loan, a charge of approximately $264,000
due to loan growth primarily in the residential and consumer loan
portfolios, and a charge of approximately $110,000 for net
chargeoffs. The provision for loan losses for the year ended
September 30, 2000 was principally comprised of a credit of
approximately $99,000 related to a decrease in the level of
classified loans, a charge of approximately $876,000 due to overall

loan portfolio growth and a charge of approximately $70,000 for net
chargeoffs. The allowance for loan losses was at $13.4 million and
$12.7 million for September 30, 2001 and 2000, respectively. The
allowance was .96% and 1.02% of total loans at September 30, 2001
and 2000, respectively and was 251.9% and 277.9% of classified
loans at September 30, 2001 and 2000, respectively. Nonperforming
loans decreased to $2.6 million at September 30, 2001 from $2.8
million at September 30, 2000. The ratio of the allowance for loan
losses to total nonperforming loans increased to 519.0% at
September 30, 2001 from 460.2% at September 30, 2000.

There were no significant changes in the estimation methods or
fundamental assumptions used in the calculation of the allowance
for loan losses at September 30, 2001, compared to September 30,
2000. Furthermore, there was no reallocation of the allowance
from September 30, 2000. While the Company’s management uses
available information to recognize losses on lIoans, future
additions to the allowance may be necessary hased on changes in
economic conditions.

Other Income

Other income increased by $4.5 million to $12.3 million for the
vear ended September 30, 2001 from $7.9 million for the year
ended September 30, 2000. This increase is due primarily to an
increase of $1.6 million in other fees and service charges, an
increase of $1.3 million in insurance commissions and fees, an
increase of $786,000 in gains on the sale of securities and an
increase of $504,000 in gains on the sale of premises and
equipment. Other fees and service charges, primarily from fees
and service charges on deposit products, were $8.4 million and
$6.8 million for the years ended September 30, 2001 and 2000,
respectively. This increase was due primarily to the growth in
transaction accounts. Insurance commissions and fees were $1.7
million and $418,000 for the years ended September 30, 2001 and
2000, respectively. This increase was due primarily to the
acquisition of one insurance agency in 2001 and two insurance
agencies in 2000. Gain on the sale of securities, primarily from the
sale of equity securities, was $889,000 and $103,000 for the years
ended September 30, 2001 and 2000, respectively. Gains on the
sale of premises and equipment, primarily from the sale of office
buildings and land, were $671,000 and $167,000 for the years
ended September 30, 2001 and 2000, respectively.

Other Expense

Other expense increased by $4.0 million to $32.6 million for the
year ended September 30, 2001 from $28.6 million for the year
ended September 30, 2000. The increase was due primarily to
increases of $2.1 million in compensation and benefits, $673,000 in
occupancy expense and $823,000 in other expenses. The increase
in compensation and benefits is due primarily to annual salary
increases, additional staff required to support the growth in loans
and deposits and the acquisition of three insurance agencies. The
increase in occupancy expense is due primarily to an increase in
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data processing equipment expense and the acquisition of three
insurance agencies. The increase in other expense is due
primarily to increases resulting from the growth in loans and
deposits and the operation of the insurance agencies.

Income Taxes

Income tax expense increased by $1.9 million to $15.6 million for
the year ended September 30, 2001 from $13.7 million for the
year ended September 30, 2000, due primarily to an increase in
pretax accounting income. The effective tax rates were 39.3%
and 38.7% for the years ended September 30, 2001 and 2000,
respectively.

Liquidity and Capital Resources

The Bank’s primary sources of funds are deposits, amortization
and prepayment of loans and mortgage-backed securities,
maturities of investment securities and other short-term
investments, and earnings and funds provided from operations.
The Bank will consider increasing its borrowings from the
Federal Home Loan Bank of Atlanta from time to time as an
alternative to increasing deposit account interest rates. In
addition, the Bank holds unpledged fixed and adjustable rate
mortgage-backed securities totaling $163.7 million at September
30, 2002 that could be used as collateral under repurchase
transactions with securities dealers. Repurchase transactions
serve as secured borrowings and provide a source of short-term
liquidity for the Bank. At September 30, 2002, the Bank had
$814.1 million or 59.3% of the Bank's deposits in certificate
accounts. Based on past experience, management believes that a
substantial percentage of these certificates will be renewed at
maturity, although there can be no assurance that this will occur.
The Bank would use borrowings from the FHLB or repurchase
transactions with securities dealers if replacement funding was
needed as a result of maturing certificate accounts.

Net cash provided by the Company’s operating activities (i.e.
cash items affecting net income) was $35.2 million, $28.5 million
and $24.7 million for the years ended September 30, 2002, 2001
and 2000, respectively.

Net cash used by the Company’s investing activities (i.e. cash
used primarily from its investment securities, mortgage-backed
securities and loan portfolios) was $281.8 million, $104.3 million
and $152.2 million for the years ended September 30, 2002, 2001
and 2000, respectively. The increase in cash flows in 2002 was
due primarily to an increase of $98.5 million in the purchase of
investment securities, a decrease of $40.0 million in the maturity
of investment securities, an increase of $58.0 million in the
purchase of mortgage-backed securities partially offset by a
$19.1 million increase in principal repayments of mortgage-
backed securities. The decrease in cash flows in 2001 was due
primarily to a decrease of $30.6 million in the change in net loans,
an increase of $39.3 million in proceeds from maturity of

investment securities partially offset by a $26.1 million increase
in the purchase of mortgage-backed securities.

Net cash provided by the Company’s financing activities (i.e.
cash receipts primarily from net increases (decreases) in
deposits and net FHLB advances) was $301.5 million, $138.8
million and $94.2 million for the years ended September 30, 2002,
2001 and 2000, respectively. The increase in cash flows in 2002
was due primarily to an increase of $84.4 million in net proceeds
from long-term borrowings, an increase of $70.7 million in net
increase in deposits and a decrease of $8.0 million in net
payments of short-term borrowings. The increase in cash flows
in 2001 was due primarily to an increase of $75.6 million in net
proceeds from long-term borrowings, a decrease of $19.4 million
in the purchase of treasury stock partially offset by a decrease of
$31.0 million in net proceeds from short-term borrowings and a
decrease of $19.4 million in the change in deposits.

The Bank’s liquid assets consist primarily of investment
securities and cash. At September 30, 2002, the Bank had liquid
assets of $295.0 million, with loan commitments of $79.6 million
(consisting of unused lines of credit to homebuilders and
residential and commercial loan commitments), letters of credit
of $6.1 million and unfunded loans in process of $94.0 million
(the latter consisting primarily of residential loans in process).
In addition, the Bank had certain investments in mortgage-
backed securities aggregating $181.3 million. The Bank intends
to hold such investments in mortgage-backed securities until
maturity. However, such investments may be used as collateral
for borrowing as such need arises.

Harbor Florida Bancshares, Inc. (the holding company) has cash
requirements to pay dividends to shareholders and the holding
company’s expenses. During 2002, the holding company
expended $10.4 million for dividends and expenses. As of
September 30, 2002, the holding company had $6.3 million in
cash, $4.4 million in available for sale securities and is eligible to
receive dividends from the Bank in order to meet future cash
requirements. Management believes that sufficient financial
resources exist at the holding company level to meet its
obligations for the next twelve months. As of September 30,
2002, $73.4 million was available for distribution from the Bank
to the holding company without further regulatory approval.

Stockholders’ equity increased to $238.9 million at September 30,
2002, from $224.8 million at September 30, 2001. The increase is
due primarily to $31.8 million of earnings for the fiscal year
partially offset by $9.9 million of dividends paid and the
repurchase of $13.1 million of Company common stock to be
held as treasury stock.

The Company’s Board of Directors has previously approved a
stock repurchase plan permitting the Company to acquire up to
2,761,284 shares of its common stock subject to market
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conditions. During 2002, the Company repurchased 694,591
shares at an average price of $18.84 per share. On October 9, 2002,
the Company’s Board of Directors approved a new stock
repurchase plan permitting the Company to acquire up to
1,200,000 shares of common stock, approximately 5% of the
outstanding common stock. The new stock repurchase plan
expires on October 9, 2003. The stock repurchase plan is one of
the tools the Company uses to manage the growth of its capital.

During 2001 and 2000, the Company reissued treasury stock to
acquire two insurance agencies. See Note 17 of the consolidated
financial statements for additional disclosures related to the
acquisition of insurance agencies.

As a result of the decline in market value of the investments held
by the defined benefit plan, the Bank, based on actuarial
calculations, will be required to contribute approximately
$500,000 during fiscal year 2003. In order to limit the future cost
of the defined benefit plan, all new employees hired on or after
January 1, 2003 will not participate in the plan.

Impact of New Accounting Standards

In July 2001, the FASB issued SFAS No. 141, “Business
Combinations”, (“Statement 141”) and SFAS No. 142, “Goodwill and
Other Intangible Assets,” (“Statement 142"). Statement 141
requires that the purchase method of accounting be used for all
business combinations initiated after June 30, 2001. Statement 142
requires that goodwill and intangible assets with indefinite useful
lives no longer be amortized, but instead tested for impairment at
least annually in accordance with the provisions of Statement 142.
Other intangible assets would continue to be amortized over their
estimated useful lives. [n the transition, any impairment losses will
be measured as of the date of adoption and recognized as the
cumulative effect of a change in accounting principle in the first
interim period.

The Company adopted the provisions of Statement 141
immediately and the Company adopted Statement 142 effective
October 1, 2001. As of the date of adoption, the Company had
unamortized goodwill in the amount of approximately
$3,378,000 that is subject to the transition provisions of
Statements 141 and 142, Pursuant to Statement 142, the
Company no longer amortizes goodwill. Amortization expense
related to goodwill was approximately $300,000 and $223,000 for
the years ended September 30, 2001 and 2000, respectively.
Upon adoption, the Company did not have a transitional
impairment loss. Had goodwill amortization been excluded
from net income for the years ended September 30, 2001 and
2000, net income would have increased to approximately
$24,408,000 and $21,971,000 respectively. Basic earnings per
share would have increased to $1.05 and $0.90 per share,
respectively, and diluted earnings per share would have
increased to $1.03 and $0.89 per share, respectively.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset
Retirement Obligations” (“Statement 143"), which addresses
financial accounting and reporting for legal obligations associated
with the retirement of tangible long-lived assets and the
associated asset retirement costs. Statement 143 is effective for
fiscal years beginning after June 15, 2002. This Statement is not
expected to have a material impact on the Company's
consolidated financial statements.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the
Impairment of Long-Lived Assets” (“Statement 144™) which
supercedes SFAS No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of’
(“Statement 1217) and the accounting and reporting provisions of
APB No. 30, “Reporting the Results of Operation — Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions,” for
the disposal of a segment of a business. While Statement 144
retains many of the fundamental provisions of Statement 121, it
establishes a single accounting model for long-lived assets to be
disposed of by sale, and resolves certain implementation issues
not previously addressed by Statement 121. Statement 144 is
effective for fiscal years beginning after December 15, 2001. This
Statement is not expected to have a material impact on the
Company's consolidated financial statements.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB
Statements No. 4, 44, and 64, Amendment of FASB Statement No.
13, and Technical Corrections” (“Statement 145"). Among other
things, Statement 145 rescinds FASB Statement No. 4, “Reporting
Gains and Losses From Extinguishment of Debt”, which required
all gains and losses from extinguishment of debt to be aggregated
and, if material, classified as an extraordinary item, net of related
income tax effect. The provisions of Statement 145 related to the
rescission of FASB Statement No. 4 are effective for fiscal years
beginning after May 15, 2002, with early application encouraged.
This statement is not expected to have a material impact on the
Company's consolidated financial statements.

[n July 2002, the FASB issued SFAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities” (“Statement 146™)
which requires, among other things, recording a liability for
costs associated with an exit or disposal activity when that
liability is incurred and can be measured at fair value.
Commitment to an exit plan or a plan of disposal expresses only
management’s future actions and, therefore, does not meet the
requirement for recognizing a liability and the related expense.
The provisions of Statement 146 are effective prospectively for
exit and disposal activities initiated after December 31, 2002,
with early application encouraged. This statement is not
expected to have a material impact on the Company's
consolidated financial statements.
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INDEFENDENT AUDITORS' REPORT

Phillips Point East Tower, Suite 215
777 South Flagler Drive
West Paim Beach, Fiorida 33401

The Board of Directors
Harbor Florida Bancshares, Inc.:

We have audited the accompanying consolidated statements of financial
condition of Harbor Florida Bancshares, Inc. and subsidiaries as of
September 30, 2002 and 2001, and the related consolidated statements of
earnings, stockholders’ equity and comprehensive income, and cash flows
for each of the years in the three-year period ended September 30, 2002.
These consolidated financial statements are the responsibility of Harbor
Florida Bancshares, Inc.’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatements. An audit
includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by manage-
ment, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above pre-
sent fairly, in all material respects, the financial position of Harbor Florida
Bancshares, Inc. and subsidiaries at September 30, 2002 and 2001, and the
results of their operations and their cash flows for each of the years in the
three-year period ended September 30, 2002 in conformity with accounting
principles generally accepted in the United States of America.

KPme UP

Gctober 11, 2002
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CoNSOLIDATED STATEMENTS OF FiNANCIAL CONDITION -

Seprember 30, 2002 and 2007 R
2002 ‘ 2001

(In thousands except share data)

Assels ‘
Cash and amounts due from depository institutions $ 52,299 $ 41,134
Interest-bearing deposits in other banks C ‘ ‘ 85,326 51,658
Investment securities held to maturity (estimated market valie ‘ ‘ ‘

of $245 and $220 at September 30, 2002 and 2001, respectiveiy) o200 200
Investment securities available for sale at estimated market value . 147,285 46,414
Mortgage-backed securities held to maturity (estimated market value ‘

of $188,853 and $156,900 at September 30, 2002 and 2001, respectively) 181,269 153,714
Loans held for sale (estimated market value of $8,496 and $5,512 : -

at September 30, 2002 and 2001, respectively) ‘ 8,263 5,373
Loans, net L | 11,541,468 1,401,873
Accrued interest receivable ‘ ' 84T 9,210
Real estate owned ‘ . 733 917
Premises and equipment, net ' s 27,048 24,101
Federal Home Loan Bank stock , B .Y ( 15,027
Goodwill, net ‘ ‘ 3,378 3,378
Other assets ‘ ‘ C 1,810 2,108

Total assets , . $ 2,001,123 $ 1,755,108

Liabilittes and Stockholders’ Equity:
Liabilities:

Deposits ‘ $ 1,372,362 $ 1,200,092

Short-term bhorrowings - ' S 22,000 10,043

Long-term debt ; 423,528 285,544

Advance payments by borrowers for taxes and msurance o 23,280 22,015

Income taxes payable ‘ ‘ ‘ 1,822 4,138

Other liabilities : ‘ 9,203 7,541

Total liabilities , _ 1,852,205 1,530,273

Stockholders’ Equity:
Preferred stock; $.10 par value; authorized 10,000,000 shares,
none issued and outstanding S ‘ C— —
Common stock; $.10 par value; authorized 70, UGO 000 shares; 31,452,595 o
shares issued and 23,971,485 outstanding at September 30, 2002 and

31,210,415 shares issued and 24,423,896 outstandmg at September 30, 2001 3,145 3,121
Paid-in capital ‘ ‘ 195,5@6 192,537
Retained earnings . o 146,932 125,084
Accumulated other comprehensive income, net . : 2,338 1,602
Common stock purchased by: o A

Employee stock ownership plan (ESOP) ‘ {10,656y (11,349)

Recognition and retention plan (RRP) -~ ‘ - ‘ 3852 (4,547
Treasury stock, at cost, 7,481,110 shares and 6,786,519 shares B ‘ ‘

at September 30, 2002 and 2001, respectively : : ' : 4,701 (81,613)

Total stockholders’ equity T 238,918 224,835
Total liabilities and stockholders’ equity - ‘ $ 2,601,125 $ 1,755,108

See accompanying notes to consolidated financial statements. ‘
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CONSOLIDATED STATEMENTS OF EARNINGS

Years ended September 30, 2002, 2001 and 2000

Interest income:
Loans
Investment securities, principally taxable interest
Mortgage-backed securities
Other
Total interest income
Interest expense:
Deposits
Other
Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision
for loan losses
Other income:
Other fees and service charges
Insurance commissions and fees
Income from real estate operations
Gain on sale of mortgage loans
Gain on sale of securities
Gain on sale of premises and equiprnent
Other
Total other income
Other expenses:
Compensation and employee benefits
Occupancy
Data processing services
Advertising and promotion
Other
Total other expense

Income before income taxes
Income tax expense
Net income

Net income per share:
Basic

Diluted

See accompanying notes to consolidated financial statements.
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2002

2001

2000

(In thousands except per share data)

$ 114,850
4,421
11,167
1,369
131,807

37,829
18,802
56,631
75,176

1,515

73,661

10,779
2,153
187
2,234
467
18

22
15,860

21,829
5,404
2,603
1,111
6,440

37,387

52,134
20,350
$ 31,784

$ 1.40
$ 1.36

$

126,050

14,830

60,816
798

60,018

12,330

5,966
32,614

109,701
4,611
5,517
2,221

50,404

65,234

8,450
1,685
294
321
889
671
20

18,652
4,858
2,124
1,014

39,734
15,626

24,108

1.04
1.02

$

94,092
5,849
11,537
844

112,322

42,014
13,201

55,215

57,107
847

56,260

6,812
418
249

66
103
167

36

7,851

16,503
4,185
1,764
1,049

5,143
28,644

35,467
13,719

21,748

89
88




CONSOUDATED STATEMENTS OF STOCKHOLBERS” EQUiTy
AND COMPREHENSIVE INCCRE
Years ended September 30, 2002, 2001 and 2000
Comprehensive Retained
Income earnings

Balance at September 30, 1999 $ 3,110 $ 191,015 $ 56,485
Comprehensive income:

Nei income § 21,748 -— — 21,748

Other comprehensive income, net of tax 303 —_— — —
Comprehensive income $ 22051
Stock options exercised T 4 92 —
Amortization of award of ESOP and RRP — 102 —
Dividends paid — — (8,292)
Tax benefit of stock plans —_ 188 —
Treasury Stock issued to purchase insurance agency — (107 —
Purchase of treasury shares — — —
Balance at September 30, 2000 $ 3,114 $ 191,291 $ 109,941
Comprehensive income:

Net income $ 24,108 — —_ 24,108

Other comprehensive income, net ¢f tax 1,369 —_ — —_—
Comprehensive income $ 25477
Stock options exercised - 7 419 —
Amortization of award of ESOP and RRP — 450 —
Dividends paid — — (8,965)
Tax benefit of stock plans — 337 —
Treasury stock issued to purchase insurance agency — 36 —
Purchase of treasury shares -— — —

Balance at September 30, 2001 $ 3,121 $ 192,537 $ 125,084
Comprehensive income:
Net income $ 31,784 —_ — 31,784
Other comprehensive income, net of tax 736 — —_ —_
Comprehensive income $ 32,520
Stock options exercised - 24 1,838 —
l Amortization of award of ESOP and RRP —_ 725 —_
| Dividends paid — — (9,936)
‘ Tax benefit of stock plans —_ 406 —
Purchase of treasury shares — — —
Balance at September 30, 2002 $ 3,145 $ 195,506 $ 146,932

See accompanying notes to consolidated financial statements.

28




CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
AND CONPREHENSIVE INTOME

Accumulated
other Common Common
comprehensive stock stock
income purchased purchased Treasury
(foss) by ESOP by RRP stock Total
(In thousands)
$ (70) $ (12,745 $ (6,258 $ (35,615) § 235,922
— — — — 21,748
303 — — — 303
— — — — 96
— 699 873 — 1,674
— — — — (8,292)
— — — — 188
— — — 1,194 1,087
— — —_ (33,342) (33,342)
$ 233 $ (12,047 $ (5,385 $ (67,763) $ 219,384
— — — — 24,108
1,369 — — — 1,369
— — — — 426
— 698 838 — 1,996
— — — —_ (8,965)
— — — — 337
— — — 117 147
— —_ — (13,967) (13,967
$ 1,602 $ (11,349 $ (454D $ (81,613) $ 224,835
— —_— — — 31,784
736 — — — 736
_ — —_— — 1,862
— 699 895 — 2,319
— — — — (9,936)
_ — — —_ 406
— —_ —_ {13,088) (13,088)
$ 2,338 $  (10,650) $  (3,652) $  (94,701) $ 238,918
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CONSCLIDATED STaTEMENTS oF Cask Frows

Years ended September 30, 2002, 2001 and 2000

Cash provided by operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:

Gain on sale of investment securities available for sale
Gain on sale of premises and equipment

Gain on sale of real estate owned

Gain on sale of loans

Provision for loan losses

Provision for losses on real estate owned
Depreciation and amortization

ESQP forfeitures transferred to treasury stock
Accretion of discount on purchased loans
Deferred income tax benefit

Originations of loans held for sale

Proceeds from sale of loans held for sale

Real estate donated

Increase in deferred loan fees and costs
Increase in accrued interest receivable
(increase) decrease in other assets

Increase (decrease) in income taxes payable
Increase in other liabilities

Net cash provided by operating activities

Cash used in investing activities:
Net increase in ioans ~
Purchase of mortgage-backed securities
Proceeds from principal repayments

of mortgage-backed securities

Proceeds from maturities and calls

of investment securities held to maturity

Proceeds from maturities and calls of investment

securities available for sale

Proceeds from sale of investment securities available for sale
Purchase of investment securities available for sale
Proceeds from sale of real estate owned

Purchase of premises and eguipment

Proceeds from sale of premises and equipment
FHLB stock purchase ‘

Net cash (used in) provided by purchase

of insurance agencies

Net cash used in investing activities

30

200 12001 2000
(In thousands)

$ 31,784 $§ 24,108 $ 21,748
467y (889) (163)
s (671) (167)
35 (215) @71
2,239 321 (66)
1,515 798 847
o~ 4 25
1,868 2,588 2,358
&7 an @3
- ® (¢8))
(159) (334 (432)
(107,067) (31,846) (6,023)
106,411 29,342 5,290
31 — —
4,490 2,164 1,592
®37 (823) (807
299 (780) (322
1,910 4,040 601
1,349 1,364 468
35,172 28,506 24,702
(143,649 (153,092) (183,741)
(84,143) (26,112 —
56,461 37,351 31,789
— — 10,715
12,000 49,999 —
1,931 5,330 1,663
(111,259 (12,764) (10,613)
1,331 1,826 1,626
(5,346) (5.234) (2,842)
103 915 278
(7,248) (2,527 (1,250)
— ® 158
(281,826) (104,317) (152,217




CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended Sepiember 30, 2002, 2001 and 2000

Cash provided by financing activities:
Net increase in deposits
Net proceeds from (payment of) short-term borrowings -
Repayments of borrowings
Net proceeds from long-term borrowings
Increase in advance payments by borrowers
for taxes and insurance
Dividends paid
Common stock options exercised
Purchase of treasury stock

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents — beginning of year
Cash and cash equivalents - end of year

Supplemental disclosures:
Cash paid for:
Interest
Taxes
Noncash investing and financing activities:
Additions to real estate acquired in settlement
of loans through foreclosure
Sale of real estate owned financed by the Company
Change in unrealized gain (loss) on securities
available for sale
Change in deferred taxes related to securities
available for sale
Distribution of RRP shares
Tax benefit of stock plans credited to capital
Treasury stock issued to purchase insurance agency
Transfer to short-term borrowings from long-term debt
Note payable issued to purchase insurance agency

See accompanying notes to consolidated financial statements.
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2002 2001 2000
(In thousands)

$ 172,270 $ 101,555 $ 120,942
(16,000) (18,000) 13,0600
69 6D ®
160,000 75,553 —_—
375 2,227 1,737
(8,936) (8,965) (8,292)
1,862 426 96
{13,031 (13,950) (33,319)
361,481 138,789 94,156
54,833 62,978 (33,359)
92,792 29,814 63,173
$ 147,625 $ 92,792 $ 29,814
$ 56,432 $ 64,677 $ 55,032
22,410 11,920 13,550
1,299 2,635 2,049
56 974 709
1,199 2,228 496
463 (859) (193
895 838 873
408 337 188
—_ 147 1,087
22,000 10,043 5,000
— — 99
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5 e y Ly 7 LY
Seprember 30, 2002, 2601 and 200
oy @ miwe  om : P
1) Summary of Signiffcant Accounfing Policies

{@) Nature of Business, Reorganization

and Offering of Commeon Siock

Harbor Fiorida Bancshares, Inc. (the “Company” or
“Bancshares”) is the holding company for Harbor
Federal Savings Bank (the “Bank™). The Company
owns 100% of the Bank’s common stock. Currently,
it engages in no other significant activities beyond
its ownership of the Bank's common stock.
Consequently, its net income is derived from the
Bank. The Bank provides a wide range of banking
and related insurance services and is engaged in the
business of attracting deposits primearily from the
communities it serves and using these and other
funds to originate primarily cnetofour family first
morigage loans. Harbor Insurance Agency, Inc., a
wholly owned subsidiary of the Bank, also provides
a full range of insurance products.

Prior to March 18, 1998, the Company’s predecessor
entity, Harbor Florida Bancorp, Inc. (“Bancorp”),
was owned approximately 53.37% by Harbor
Financial MH.C. ("Mutual Holding Company™) and
45.63% by public shareholders. On March 18, 1998,
pursuant to a plan of conversion and reorganization,
and after a series of transactions: (1) a new entity,
Bancshares, became the surviving corporate entity,
(2) Bancshares sold the ownership interest in
Bancorp previously held by the Mutual Holding
Company (o the public in a subscription offering
(the “Offering™) (16,586,752 common shares at
$10.00 resulting in net cash proceeds after costs and
funding the ESOP (note i6) of approximately $150
million), (3) previous public shareholders of
Bancorp had their shares exchanged into 14,112,400
common shares of Bancshares (exchange ratic of
6.0094 to 1) (the “Exchange™), and (4) the Mutual
Hoiding Company ceased to exist. The total number
of shares of common stock ouistanding following
the Offering and Exchange was 30,699,152, The reor-
ganization was accounted for in a manner similar to
a pooling of interests and did not result in any sig-
nificant accounting adjustments. As a result of the
reorganization, the consclidated financial state-
ments for prior pericds have been restated to reflect
the changes in the par value of common stock from
$.01 to $.10 per share and in the number of autho-
rized shares of common stock from 13,000,000 to
76,000,000,

(b} Basis of Presentation

The accompanying consolidated financial state-
menis include the accounts of Harbor Florida
Bancshares, Inc., the Bank and the Bank’s wholly
owned subsidiaries. In consolidation, ail significant
intercompany accounts and transactions have been
eliminated.
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The consolidated financial statemenis have been
prepared in conformity with accounting principles
generally accepted in the United States of America
(GAAP). In preparing the consolidated financial
statements, management is required to make esi-
mates and assumptions that affect the reported
amounts of assets and labilities and the disclosure
of contingent assets and iabilities as of the date of
the statement of financial condition and revenues
and expenses for the period. Actual results could
differ significantly from those estimates.

Material estimates that are particularly susceptibie
to significant change in the nearterm relate to the
determination of the allowance for loan losses and
the valuation of real estate acquired in connection
with foreciosures or in satisfaction of loans. in con-
nection with the determination of the allowances for
Ioan losses and real estate owned, management
obtains independent appraisals for significant prop-
erties.

As of September 30, 2002 substantially all of the
Company’s loans and investment in real estate
owned are secured by real estate in the counties in
which the Company has branch facilities: St. Lucie,
Indian River, Brevard, Martin, Okeechobee and
Volusia Counties, Florida. Accordingly, the uitimate
collectibility of a substantial portion of the
Company’s loan porticlio and the recovery of a sub-
stantial portion of the carrying amount of real estate
owned are susceptible to changes in market condi-
tions in the above counties. Management believes
that the allowances for losses on loans and real
estate owned are adeguate. While management
uses available information to recognize icsses on
loans and real estate owned, future additions to the
allowances may be necessary based on changes in
economic conditions, particularly in the above
counties. [n addition, various reguiatory agencies,
as an integral part of their examination process,
periodicaily review the Company's allowances for
iosses on loans and real estate owned. Such agen-
cies may require the Company ic recognize addi-
tions to the allowances based on thelr judgments
about information available to them at the time of
their examination.

(¢} Loan Origination and Commitment Fees

and Related Costs

Loan fees and certain divect loan origination costs
are deferred, and the net amount is recognized in
interest income using the interest method over the
coniractual life of the loans. Commitment fees and
costs relating to commitments whose likelihood of
exercise is remote are recognized over the commit-
ment period on a straight-line basis. ¥ the commit-
ment is subsequently exercised during the commit-
ment period, the remaining vnamortized commit-
ment fee at the time of exercise is recognized over
the life of the loan as an adjustment of yield.
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(d) Loan Interest Income

The Company reverses accrued interest related to
loans which are S0 days or more delinquent or
placed on non-accrual status. Such interest is
recorded as income when coliected. Amortization
of net deferred locan fees and accretion of discounis
are discontinued for loans that are S0 days or more
delinquent. Interest income on impaired loans is
recognized on an accrual basis unless designated
nonaccrual as noted above.

(e) Investment and Morigage Backed

®

Securities

Bonds, notes, and other debt securities for which
the Company has the positive intent and abiiity to
hold to maturity are reported at cost, adjusted for
premiums and discounts that are recognized in
interest income using the interest method over the
period to maturity.

Availablefor-saie securities consist of bends, notes,
other debt securities and certein equity securities
not classified as trading securities or heldto-maturi-
fy securities. Available-for-sale securities are report-
ed at estimated market value and include securities
that are being held for an unspecified pertod of time,
such as those the Company would consider selling to
meet liquidity needs or as part of the Company’s risk
management program. Unrealized holding gains and
losses, net of tax, on available-for-sale securities are
reported as a component of comprehensive income
in stockholders’ equity until realized.

Gains and iosses on the sale of availabiefor-sale

securities are determined using the specific-identifi-
cation method.

Declines in the fair value of individual held-tc-matu-
rity and available-for-sale securities below their cost
that are other than temporary resuits in write-
downs of the individual securities to their fair value.
The related write<downs are included in earnings as
realized losses.

At September 30, 200Z and 2001, the Company had
no commitments to sell investment or mortgage-
backed securities.

Loans

Loans are stated at unpaid principal balances, less
loans in process, the allowance for loan losses and
net deferred loan origination fees and discounts.

Discounts on mortgage loans are amortized to inter-
est income using the interest method over the
remaining period to contractual maturity.

The Company follows a consistent procedural disci-
pline and accounts for loan loss coniingencies in
accordance with SFAS No. 5, “Accounting for
Contingencies” (“Statement 57) and SFAS No. 114,
“Accounting by Creditors for Impairment of a Loan”
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(“Staiement 1147). The following is a description of
how each portion of the ailowance for ican losses is
determined.

The Company segregates the loan porifolio for loan
loss purposes into the following broad segments:
comimercial real estate; resicential real estate; com-
mercial business; and consumer. The Company
provides for a general allowance for losses inherent
in the portfolic by the above categories, which con-
sists of two componenis. (1) General ioss percent-
ages are established based upon historical analy-
ses. (2) A supplemental portion of the allowance is
established for inherent losses which probably
exist as of the evaluation date even though they
might not have been identified by the more cbjec-
tive processes used. This is due to the risk of error
and/cr inherent imprecision in the orocess. This
portion of the allowance is particulariy subjective
and requires judgments based on qualitative fac-
tors which do not lend themseives tc exact mathe-
matical caiculations such as: frends in delinquen-
cies and nonaccruals; migration trends in the port-
folio; trends in volume, teyms, and portfolic mix;
new credit products and/or changes in the geo-
graphic distribution of those products; changes in
fending policies and procedures; lcan review
reports on the efficacy of the risk identification
process; changes in the outicck for local, regional
and national economic conditions; concentrations
of credit; and peer group comparisons.

Specific allowances are provided in the event that
the specific collateral analysis cn each impaired
Ioan indicates that the probabie ioss upon liquide-
tion of collateral would be in excess of the general
percentage allocation. The provision for loan losses
is debited or credited in order o state the allowance
for loan losses {¢ the required level as determined
above.

The Company censiders a loan tc be impeired when
it is probable that the Company will be unable to col-
lect all amounts due, both principal and interest,
according to the contractual terms of the loan
agreement. When a loan is impaired, the Company
may measure impairment based on (&) the present
value of the expected future cash fiows of the
impaired loan discounted at the lcan's criginal effec-
tive interest rate, (b) the observable market price of
the impaired loan, or (¢) the fair value of the collat-
eral of a collateral-dependent lcan. The Company
selects the measurement method on a loan-by-loan
basis, except for coilateral-dependent loans for
which foreclosure is probable must be measured at
the fair value of the collateral. In a troubled debt
restructuring involving a restructured loan, the
Company measures impairmeni by discounting the
total expected future cash flows at the loar’s original
effective rate of interest.
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Loans Held for Sale

Mortgage loans originated and intended for sale in
the secondary market, comprised of 14 family resi-
dential loans, are carried at the lower of cost or esti-
mated market value, in the aggregate. Market value
is determined by actual commitment or current
FNMA rates. Net unrealized losses are recognized

through a valuation allowance by charges to

income.

Transfers of Financial Assets and
Servicing Rights Retained

Transfers of financial assets, primarily mortgage
loans, are accounted for as sales when control over
the asseis has been surrendered. Conirol over
transferred assets is deemed to be surrendered
when (1) the assets have been isolated from the
Company, (2) the transferee obtains the right (free of
conditions that constrain it from taking advantage of
that right) to pledge or exchange the transferred
assets, and (3) the Company does not maintain
effective control over the transferred assets through
an agreement to repurchase them before their matu-

rity.

Upon completion of a transfer of assets that satisfies’

the conditions described above to be accounted for
as a sale, the Company:

a. Derecognizes all assets soid;

b.Recognizes all assets obtained and liabilities
incurred in consideration as proceeds of the saie;

¢. Initially measures, at fair value, assets obtained
and liabilities incurred in a sale; and

d.Recognizes in earnings any gain or loss on the
sale.

The Company receives fees for servicing activities
on loans it has sold. These activities inciude, but are
not limited to, collecting principal, interest and
escrow payments from borrowers; paying taxes and
insurance from escrowed funds; monitoring delin-
quencies; and accounting for and remitting principal
and interest payments. To the extent that the ser-
vicing fees exceed or do not provide adequate com-
pensation for the services provided, the Company
records a servicing asset or liability for the fair value
of the servicing retained. Currently, the servicing
fees retained by the Company are just adequate to
compensate the Company for the servicing respon-
sibilities. As of September 30, 2002 and 2001, no ser-
vicing assets and/or liabilities were recognized.

Real Estate Owned

Real estate properties acquired through, or in lien
of, loan foreclosure are to be sold and are initially
recorded at fair value at the date of foreclosure
establishing a new cost basis. After foreclosure,
management periodicailly performs valuations and
the real estate is carried at the lower of carrying
amount or fair value less cost to sell. Revenue and
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expenses from operations and changes in the valua-
tion allowance are' included in income from real
estate operations on the consolidated statement of
earnings.

Premises and Equipment

Premises and equipment are carried at cost less
accumulated depreciation and amortization.
Depreciation of premises and equipment is provided
on the straightdine methed over the estimated use-
ful lives of the related assets. Estimated lives are

© three to fifty years for buildings and improvements

)

@

and three to ten years for furniture and equipment.
Leasehcld improvements are amortized on the
straight-line method gver the shorter of the remain-
ing term of the reiated leases or their estimated use-
ful fives. :

Maintenance and repairs are charged to expense as
incurred and improvements are capitalized. The
cost and accumulated depreciation relating to
premises and equipment retired or otherwise dis-
posed of are eliminated from the accounts and any
resuiting gains or losses are credited or charged to
income.

Goodwil.i’

In July 2001, the Financial Accounting Standards
Board (FASB) issued SFAS No. 142, “Goodwill and
Other Intangible Assets,” (“Statement 142”). The
Company adopted the provisions of Statement 142
effective October 1, 2601. Pursuant to Statement
142, the Company no longer amortizes goodwill,
instead, goodwill is tested at least annually for
impairment in accordance with the provisions of
Statement 142 (Note 1s).

Income Taxes

' The Company and its subsidiaries file consolidated

income tax returns. The Company uses the asset and
liability method to account for income taxes. Under
the asset and liability method, deferred income taxes
are recognized for the tax consequences of “tempo-
rary differences” by applying enacted statutory tax
raies applicable to future years to differences
between the financial statement carrying amotunts
and the tax bases of existing assets and iiabilities.
The effect on deferred taxes of a change in tax rates
is recognized in income in the period that includes
the enactment date.

The tax bad debt reserve method previously avail-
able to thrift institutions was repealed for the Bank
effective for the year beginning October i, 1996.
Consequently, the Bank changed from the reserve
method to the specific charge-off method to com-
pute its bad debt deduction for the tax year begin-
ning Cctober 1, 1996,

As a resuilt ¢f this change in accounting methed, the
Bank must recapture the portion of its bad debt
reserve {other than the supplemental reserve) that
exceeds its base year reserve (i.e., its tax reserve for




t

Notes T¢ CONSOLIDATED FINANCIAL STATEMENTS

the last tax year beginning before 1988). For finan-
cial statement purposes, the Bank has previously
provided deferred taxes on the amount of the bad
debt reserve in excess of the base year reserve. At
the time the Bank was required to change iis
method of accounting, the total reserve subject to
recapture and the base year reserve was approxi-
mately $6.8 million and $14.8 million, respectively.

The recapture amount resulting from the change in
the method of accounting is required to be taken
into taxable income ratably (on a straight-line basis)
over a six-year period. If the Bank meets certain res-
idential lending requirements, the commencement
of the recapture period may be delayed until the
first taxable year ending after December 31, 1597.
The Bank met such requirements for the tax years
beginning October 1, 1996 and 1997 and began the
recapture in the tax year beginning Cctober 1, 1998,

The Bank’s base year reserve must be recaptured
into taxable income as a result of certain non-divi-
dend distributions. A distribution is a non-dividend
distribution to the extent that, for federal income tax
purposes, (1) it is in redemption of shares, (ii) it is
pursuant to a liquidation of the institution, or (iii) in
the case of a current distribution it, together with all
other such distributions during the taxable year,
exceeds the Bank’s current and post-1951 accumu-
lated earnings and profits. The amount charged
against the Bank's bad debt reserves with respect to
a distribution, which is includible in gross income,
will equal the amount of such distribution, increased
by the amount of federal income tax resulting from
such inclusion.

(m) Pension Plan

The Company’s policy is to fund pension costs as
they accrue based on normal cost.

(n) Stock-Based Compensation

In October 1995, the FASB issued SFAS No. 123,
“Accounting for Stock Based Compensation”
(“Statement 123"). This standard aliows the use of
either the fair value based method described in
Statement 123 or the intrinsic value based method
prescribed by Accounting Principles Board Opinion
No. 25, “Accounting for Stock Issued to Employees.”
(“APB 25") The Company has elected to continue
accounting for stock based compensation under the
APB 25 method and disclose the pro forma impact of
Statement 123.

(0) Statement of Cash Flows

Cash equivalents include amounts due from deposi-
tory institutions and interest-bearing deposits in
other banks. For purposes of cash flows, the
Company considers all highly liquid debt instru-
ments with original maturities when purchased of
three months or less to be cash equivalents.

(p) Net Income Per Share

Basic earnings per share excludes dilution and is
computed by dividing net income by the weighted
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average number of common shares cutstanding for
the period. Diluted earnings per share reflects the
potential diluticn that could occur if options, con-
vertible securities or warrants to issue common
shares were exercised.

Reciassification

Certain amounts inciuded in the 2001 and 2000 con-
solidated financial statements have been reclassi-
fied in order to coniorm to the 2002 presentation.

Derivative Instvuments

The Company does not purchase, sell or enter into
derivative financial instruments or derivative com-
modity instruments as defined by SFAS No. 133,
“Accounting for Derivative Instruments and Hedging
Activities” (“Statement 133").

New Accounting Pronouncements

In July 2001, the FASB issued SFAS No. 141, “Business
Combinations”, (“Statement 1417) and SFAS No. 142,
“Goodwill and Other Intangibie Assets,” (“Statement
142M). Statement 141 requires that the purchase
method of accounting be used for all business com-
binations initiated after June 30, 2001. Statement 142
requires that goodwill and intangible assets with
indefinite useful lives no longer be amortized, but
instead tested for impairment at least annually in
accordance with the provisions of Statement 142.
Other intangible assets would continue to be amor-
tized over their estimated useful lives. In the transi-
tion, any impairment losses will be measured as of
the date of adoption and recognized as the cumula-
tive effect of a change in accounting principle in the
first interim period.

The Company adopted the provisions of Statement
141 immediately and the Company adcpted
Statement 142 effective October 1, 2001. As of the
date of adoption, the Company had unamortized
goodwill in the amount of approximately $3,378,000
that is subject to the transition provisions of
Statements 141 and 142. Pursuant to Statement 142,
the Company no longer amortizes goodwill
Amortization expense related to goodwill was
approximately $300,000 and $223,000 for the years
ended September 30, 2001 and 2000, respectively.
Upon adoption, the Company did not have a transi-
tional impairment loss. Had goodwill amortization
been excluded from net income for the years ended
September 30, 2001 and 20090, net income would
have increased to approximately $24,408,000 and
$21,971,000 respectively. Basic earnings per share
would have increased to $1.05 and $0.90 per share,
respectively, and diluted earnings per share would
have increased to $1.03 and $0.89 per share, respec-
tively.

In June 2001, the FASB issued SFAS No. 143,
“Accounting for Asset Retirement Obligations”
(“Statement 143"), which addresses financial
accounting and reporting for legal obligations asso-
clated with the retirement of tangible long-lived
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assets and the associated asset retirement costs.
Statement 143 is effective for fiscal years beginning
after June 15, 2002. This Statement is not expected
to have a material impact on the Company’s consol-
idated financial statements.

In August 2001, the FASB issued SFAS No. 144,
“Accounting for the Impairment of Loag-Lived
Assets” (“Statement 144™) which supercedes SFAS
No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Longlived Assets to Be
Disposed Of” (“Statement 1217) and the accounting
and reporting provisions of APB No. 30, “Reporiing
the Resulis of Operation - Reporiing the Effects of
Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring
Events and Transactions,” for the disposal of a seg-
ment of a business. While Statement 144 retains
many of the fundamental provisions of Statement
121, it establishes 2 single accounting model for long-
lived assets to be disposed of by sale, and resolves
certain implementation issues not previpusly
addressed by Statement 121. Statement 144 is effec-
tive for fiscal years beginning after December 15,
2001. This Statement is not expected to have a mate-
rial impact on the Company’s consoiidated firancial
statementis.

in April 2002, the FASB issued SFAS No. 145,

“Reporting Gains and Losses From Extinguishment
f Debt”, which required ali gains and losses from
extinguishment of debt to be aggregated and, if mate-
riai, classified as an exiraordinary item, net of relat-
ed income tax effect. The provisions of Statement
145 related to the rescission of FASB Statement No. 4
are efiective for fiscai years beginning after May 15,
2002, with early application encouraged. This state-
meni is not expected to have a material impact on
the Company's consolidated financial statements.

In July 2002, the FASB issued SFAS No. 146,
“Accounting for Costs Associated with Exit or
Disposal Activities” (“Statement 146") which
requires, among other things, recording a liability for
costs associated with an exit or disposal activity
when that lability is incurred and can be measured
at fair value. Commiiment to an exit plan or a plan
of disposal expresses only management's fufure
actions and, therefore, does not meet the require-
ment for recognizing a lability and the related
expense. The provisions of Statement 146 are effec-
tive prospectively for exit and dispesal activities ini-
tiated after December 31, 2002, with early appiica-
tion encouraged. Thils statement is not expected to
have a maeaterial impact on the Company’s consoli-
dated financial statements.

T i U i o 7 I, PR
nwesimaent and Morigagebacksd Securites

)
“Rescission of FASB Statements No. 4, 44, and 64, @i

Amendment of FASB Statement No. 13, and Technical The amortized cost and estimated market value of
Corrections” (“Statement 145”), Among other investment and mortgage-backed securities at
things, Statement 145 rescinds FASB Statement No. 4, Septermnber 30, 2002 are as follows:
Gross Gross Estimated
Amoriized unrealized unrealized marke?
cost gains iosses value

(n thousands)

Available for sale:
FHLE notes $ 96,226 § 1,413 8 —_ $ 91,639
FHLMC notes 58,408 724 —-— 51,132
140,634 2,137 — 142,771
Equily securiiies 2,763 1,671 - 4,434
143,397 3,888 _— 147,203

Held to maturity:

Municipal securities 200 45 —_ 245
269 45 —_ 245
FHIMC movrtgage-backed securities 93,657 3,884 — 84,341
FNMA morigage-backed securities 90,612 3,860 —_— 64,512
183,289 7,584 — 188,858
$324,866 § 11,437 $ —_— $336,302

a3
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The amortized cost and estimated market value of investment and mortgage-backed securities at September 30,
2001 are as follows:

Gross Gross Estimated
Amortized unrealized unrealized market
cost gains losses value

(In thousands)
Available for sale:

FHLB notes $ 29,839 $ 1,152 $ — $ 30,991
FHLMC notes 10,089 369 — 10,458
39,928 1,521 —_ 41,449
Equity securities 3,877 1,088 —_ 4,965
43,805 2,609 — 46,414

Held to maturity:
Municipal securities 200 20 — 220
200 20 — 220
FHLMC mortgage-backed securities 61,586 1,216 —_ 62,802
FNMA mortigage-backed securities 92,128 1,970 — 94,098
153,714 3,186 —_ 156,900
$197,719 $ 5815 $ — $ 203,534

The amortized cost and estimated market value of debt differ from contractual maturities because borrowers
securities at September 30, 2002 and 2001 by contractu- may have the right to call or prepay obligations with or
al maturity are shown below. Expected maturities will without call or prepayment penalties.

2002 2001
Estimated Estimated
Amortized market Amortized market
cost value cost value

(In thousands)

Available for sale:

Due in one year or less $ 60,306 $ 61,358 $ 10,000 - $ 10,175
Due in one to five years 86,328 81,413 29,928 31,274
140,634 142,771 39,628 41,449

Held to maturity:
Due after ten years 200 245 200 220
209 245 200 220
FHLMC mortgage-backed securities 98,857 94,341 61,586 62,802
FNMA mortgage-backed securities 80,612 94,512 92,128 94,098
181,269 188,853 153,714 156,900
$322,103 $331,869 $193,842 $ 198,569
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Gross reaiized gains and gross realized losses on
sales of available for sale securities totaled
$467,125 and -0- during 2002. Gross realized gains
and gross realized losses on sales of available for
sale securities totaled $889,170 and -0- during
2001. Gross realized gains and gross realized loss-
es on sales of available for sale securities totaled
$103,279 and -0- during 200G. As of September 30,

2002, the Company had pledged mortgage-backed
securities with a market value of $17,204,000 and a
carrying value of $16,517,072 to collateralize the
public funds on deposit. The Company had also
pledged mortgage-backed securities with a market
value of $1,153,000 and a carrying value of
$1,075,000 to collateralize treasury, tax and loan
accounts as of September 30, 2002.

&) Loars

Loans at September 30, 2002 and 2001 are summarized below:

Mortgage loans:
Construction 1-4 family
Permanent 14 family
Multi-famity
Nonresidential
Land
Total morigage loans.

Other loans:
Commercial
Home improvement
Manufactured housing
Other consumer
Total other loans
Total loans

Less:
Loans in process -
Net deferred loan fees and discounts
Allowance for loan losses

Total loans, net

Weighted average yield

2002

2001

(Dollaré ih thodsahds)

$ 142,181 $ 119,648
1,072,175 1,016,248
14,995 21314
153,635 129,875
82,339 51,196
1,465,325 1,338,281
34,172 31,945

- 25,104 24,973
14,832 14,607
116,591 95074
190,699 166,599
1,656,024 1,504,880
193,999 84,777
6,180 4813
14,377 13,417
114,556 103,007

8 1,541,468 $ 1,401,873
7.74% 8.17%

An analysis of the allowance for loan losses for the years ended September 30, 2002, 2001 and 2000 follows:

Beginning balance
Provision for loan losses
Charge-offs

Recoveries

Ending balance

2002 2001 2000

(In thousands)
C§ . 13417 $ 12,729 $ 11,952
e 1,515 798 847
(66T - (353) (233)
112 243 163
$ 14377 0§ 13417 $ 12,729
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The allowance for loan losses consisis of general
allowances of $14,377,000 and $13,417,000 at September 30,
2002 and 2001, respectively. The Company evaluates
impaired loans based on (a) the present value of the
expected future cash flows of the impaired loan discounted
at the loan’s original effective interest rate, (b) the observ-
able market price of the impaired loan, or (c) the fair value
of the collateral of a collateral dependent loan. To the
extent that an impaired loan’s value is less than the loan’s
recorded investment, a specific allowance is recorded.

The investment in impaired loans (primarily consisting of
classified loans), other than those evaluated collectively
for impairment, at September 30, 2002, 2001 and 2000 was
$8,941,000, $5,813,000 and $3,748,000, respectively. The
average recorded investment in impaired loans during the
years ended September 30, 2002, 2001 and 2000 was
approximately $9,469,000, $4,949,000 and $3,435,000,
respectively. There are no commitments to lend addition-
al funds to these borrowers. The total specific allowance
for loan losses related to these loans was $-0- and $-0- on
September 30, 2002 and 2001, respectively. Interest
income on impaired loans of approximately $743,000,
$437,000 and $311,000 was recognized in the years ended
September 30, 2002, 2001 and 2000, respectively.

At September 30, 2002 and 2001, loans with unpaid prin-
cipal balances of approximately $1,660,000 and
$2,585,000, respectively, were 90 days or more contractu-
ally delinquent or on nonaccrual status. Interest income
relating to nonaccrual loans not recognized for the years
ended September 30, 2002, 2001 and 2000 totaled approx-
imately $103,000, $177,000 and $159,000, respectively.

As of September 30, 2002 and 2001, approximately
$1,209,000 and $2,011,000, respectively, of loans 90 days
or more contractually delinquent were in the process of
foreclosure.

As of September 30, 2002 and 2001, mortgage loans which
had been sold on a recourse basis had outstanding prin-
cipal balances of $370,000 and $644,000, respectively.

Accrued interest receivable at September 30, 2002 and
2001 is summarized below:

2062 2001
(In thousands)
Loans $ 7,377 $ 7,248
Investment securities 1,232 858
Mortgage-backed securities 961 863
FHLB stock dividends 277 241
$ 9,847 $ 9,210

The Company is a party to financial instruments in the
normal course of business to meet the financing needs of
its customers. These financial instruments include com-
mitments to extend credit and standby letters of credit.
These instruments involve, to varying degrees, elements
of credit and interest rate risk in excess of the amount
recognized in the consolidated statements of financial
condition. The contract or notional amounts of these
instruments reflect the extent of involvement the
Company has in particular classes of financial instru-
ments. The Company uses the same credit policies in
making commitments as it does for on-balance sheet
instruments. The Company controls the credit risk of
these transactions through credit approvals, limits, and
monitoring procedures. Such commitments are agree-
ments to lend to a customer as long as there is no viola-
tion of conditions established in the contract.
Commitments generally have fixed expiration dates or
other termination clauses. Standby letters of credit are
conditional commitments issued by the Company to
guarantee the performance of a customer to a third party.
The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan
facilities to customers. The Company holds collateral
supporting those commitments for which collateral is
deemed necessary. Since many of the commitments are
expected to expire without being drawn upon, the total
commitment amounis do not necessarily represent
future cash requirements.

Outstanding commitments to fund mortgage loans
(excluding loans in process), that generally expire in 60
days, amounted to approximately $33,860,000
($17,639,000 fixed rate, interest rates from 5.75% to
9.13%) as of September 30, 2002. In addition, as of
September 30, 2002, the Company had determined that
$45,204,000 might be lent to certain homebuilders on a
variable rate and home-by-home basis, subject to under-
writing and product approval by the Company.
QOutstanding commitments to fund other loans as of
September 30, 2002 were approximately $518,000.
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A T N eemriem?
4D Loan Servicing

Mortgage loans, incinding those underlying pass
through securities, serviced for others are not
included in the accompanying consoilidated financial

statements. The unpaid principal balances of these
igans at September 30, 2002 and 2001 are summarized
as follows:

FHLMC
FNMA
Other investors

2002 2001

(In thousarids)

4,613 $ 6,238
138,790 51,263
311 355

§ 141,114 $ 57856

At September 30, 2002 and 2001, coliection of prin-
cipal and interest to be remitted to FHLMC and
FNMA and advance paymeni for {axes and insurance
refating to FHLMC and FNMA serviced loans are

Depmrme 2 el & - 7
LUCIRISES Qng: LCLDInein?

9

Premises and equipment at September 30, 2002 and 2001 are summarized as follows:

reflected in the consolidated statements of financial
condition as advance payments by borrowers for
taxes and insurance.

Land _
Buildings and leasehold improvementis
Furniture, fixtures and equipment

Less accumulated depreciation and amortization

2882 2001
(In thousands)

8 8,245 $ 7,826
17,483 15,498
18,132 14,865
£2,870 38,189
{(15,82%) (14,088)

$ 27,049 - 24,101

Depreciation expense for the years ended September 30, 2002, 2001, and 2000 totaled $2,280,000, $1,977,000 and

$1,725,000, respectively.
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%) Deposits

Deposits at September 30, 2002 and 2001 are summarized as follows.

Commercial checking
Noninterest-bearing

personal checking accounts

NOW
Passbook
Money market checking

Money market investment

Official checks

2002

2601

Period-end

Amount weighted rate

Amount

Period-end
weighted rate

{Dollars in thousands)

§ 77,445 $
81,154
84,484 8.27%
115,308 8.52%
2,656 1.28%
166,004 1.44%
21,176

i

60,758

61,357

80,342 0.50%

96,516 1.05%
1,768 1.28%

26,686 2.56%

_ 15,938

558,235 443,365

Certificate accounts:
C.00 - 3.00% 227,361 10,875
3.01-4.00% 318,683 90,812
4.01-5.00% 122,280 181,100
5.01 - 6.00% 56,015 183,727
6.01 - 7.00% 87,692 282,215
7.01 - 8.00% 2,038 7,980
8.01-9.00% — 18
814,127 756,727
$1,372,362 $1,200,092
Weighted average interest rate 2.46% 3.81%

Maturities of outstanding certificate accounts at September 30, 2002 and 2001 are summarized as follows:

2092

One year $ 619,355
Two years 98,450
Three years 48,593
Four years 8,654
Five years 35,811
Thereafter 1,764

$ 814,127

(In thousands)

$

$

2001

548,930
181,362
14,848
7,625
3,208
754

16727

The aggregate amount of certificate accounts in amounts of $160,000 or more was approximately $151,928,000 and
$108,421,000 at September 30, 2002 and 2001, respectively. Balances of individual certificates in excess of
$100,000 are not federally insured.

Interest expense on deposits is summarized as follows:

Passbook accounts

NOW, money market checking, and money market
investment accounts

Certificate accounts

20082 2001
(In thousands)
$ 722 $ 1,264
2,838 4,577
34,269 44,563
$ 37,828 $ 50,404

$

$

2000
2,062

2,466
37,546

42,014

41

Early withdrawal penalties for the years ended September 30, 2062, 2001 and 2000 aggregated $206,318, $225,588 and
$282,540, respectively, and are netted against interest expense on certificate accounts.

Accrued interest payable of $267,455 and $302,397 at September 30, 2002 and 2001, respectively, is included in other
liabilities.
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(7)) ShoreTerm Borrowlngs

At September 30, 2002, short-term borrowings from
the Federal Home Loan Bank (FHLB) were comprised
of $22 million advances due various dates during 2003,
with fixed terms and fixed interest rates between
5.88% and 6.50%.

At September 30, 2001, short-term borrowings from

the FHLB weve comprised of 2 $10 miillion advance due
June 30, 2002, with fixed terms and a fixed interest rate
of 6.10%. Also included in short-term borrowings is a
note payabie, maturing August 2002, with a fixed inter-
est rate of 8%, relating to the purchase of an insurance
agency. The balance at September 30, 2001 was
approximately $43,000.

Information concerning short-term borrowings is summarized as follows:

Average balance during the year

Average interest rate during the year
Average interest rate at September 30
Maximum month-end balance during the year

2002 2001
(Dollars in thousarids)

8 15,512 $ 12,127
6.52% 6.81%
6.20% 6.10%

$§ 25680 $ 31,000

(&) LongTerm Debt
Long-term debt consisted of advances from the FHLB
totaling $423.5 million and $285.5 million at
September 30, 2002 and 2001, respectively. The debt
is due at various dates through January 2021, with
fixed terms and fixed interest rates ranging from
3.00% 1o 6.18%.

Pursuant to a collateral agreement with the FHLB,
advances are secured by all stock in the FHLB and a
blanket ficating lien that requires the Company to
maintain qualifying first morigage loans as pledged
collateral in an amount equal to, when discounted at
75% of the unpaid principal balances, the advances.

At September 30, 2002 and 2001, the FHLB advances have fiscal year maturity dates as follows:

2002 2001
Weighted ] Weighted
average rate Amount average rate

Amount .
Year ending September 30,

2003 ] —_—
2004 25,000
2005 13,000
20086 5,060
2007 —
2008 and after 380,528

§423,528

(Dollars in thousands)

- $ 22,000 - 6.20%
5.80% 25,000 ' 5.80%
5.97% 13,000 5.97%
5.95% T 5000 5.95%
4.78% 220,544 5.20%
4.90% $ 285,544 5.38%

Of the FHLB advances due 2008 and aiter, the FHLB could call $85 miilion on specified dates in 2003, $60 millicn
on specified dates in 2005, $75 million on specified dates in 2006 and $160 million on specified dates in 2007.

Other interest expense is summarized as follows:

Advances from the FHLB
Other

2062 2001 2000
(In thousands)
& 18,795 $ 14,817 $ 13,195
3 ‘ 13 6
8§ 18,8062 $ 14,830 $ 13,201
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) Income Toxes

Income tax expense (benefit) for the years ended September 30, 2002, 2001 and 2000 is summarized as follows:

2062 2001 2000
(in thousands)
Current:
Federal $ 17,616 $ 13,712 $ 12,133
State 2,884 2,248 2,018
20,500 15,960 14,151
Deferred:
Federal - 127 (284) 370)
State 23) (50) (62)
(156 (334) (432)
$ 20,350 $ 15,626 $ 13,719

The tax effects of temporary differences that give rise to the deferred tax assets and deferred tax liabilities at

September 30, 2002 and 2001 are as follows:

2002

2001

(In thousands)

Deferred tax assets:

Allowance for bad debts $ 4,706 $ 3,897
Valuation of real estate owned — 2
Deferred compensation 1,022 934
Total deferred tax assets 5,728 4,833
Deferred tax liabilities:
Net deferred loan fees and costs 4,569 3,871
FHLB stock dividend 840 840
Premises and equipment depreciation difference 1,106 1,058
Installment sales 76 77
Total deferred tax liabilities 6,591 5,846
863 1,013
Unrealized gain on available for sale securities 1,470 1,007
Net deferred tax liability 2,333 2,020
Less liability at beginning of year (2,020) (1,482)
Deferred tax asset resulting from insurance agency — a3
Change in unrealized gain on available
for sale securities (463) (859
Benefit for deferred income taxes ] (150) $ 3349
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Income tax expense on income from continuing .
operations is different than the amount computed -
by applying the U.S. Federal income tax rate of

35% for 2002, 2001 and 2000 to income from con-
tinuing operations before income taxes because of
the folicwing: ‘

Statutery Federal income tax rate

State income tax {(net of Federal income tax benefit)
Other

Effective tax expense rate

208 - 2001

38.0% 35.0%
3.8 : 36
4 N 1
39.0% 39.3% 38.7%

Deferred income taxes payable of approximately
$2,333,000 and $2,020,000 at September 30, 2002
and 2001, respectively, are included in other liabili-
ties in the accompanying consolidated statements
of financial condition. '

Retained earnings at September 39, 2002 includes
approximately $14,800,000 base year tax bad debt
reserve for which no deferred income tax liability
has been recognized. This amount represents an
allocation of income to bad debt deductions.
Reduction of amounts so allocated for purposes
other than tax bad debt losses or adjustments aris-
ing from carryback of net operating losses would -
create income for tax purposes only, which income

would be subiect to the then current corporate
income tax rate. The unrecorded deferred income
tax liability on the above amounts was approxi-
mately $5,696,000 at September 30, 2002.

(10} Net Income per Share

Net income per share was computed by dividing
net income by the weighted average number of
shares of common stock outsianding during the
twelve months ended September 30, 2002, 2001 and
2000. Adjustments have been made, where
material, to give effect to the shares that would be
cutstanding, assuming the exercise of dilutive
stock options, all of which are considered common
stock eguivalents,

Net income ‘
Weighted average cominon shares outstanding:
Shares outstanding ‘ :

Less weighted average uncommiﬁed “ESOP shares (1,102,694

Total
Basic net income per share

Weighted average common shares outstanding

Addiiional dilutive shares related to stock ‘options’

Total weighted average common shares and
equivalents cutstanding for diluted earnings
per share computation

Diluted net income per share

Years Ended September 30,

2302 2061 2060
$31,783,630 $ 24108342 $ 21,748,045
23,848,677 24,350,618 25,730,986

(1,172,534 (1,241,943)

22,746,083 23,178,084 24,489,043
$ 1.40 $ 104 8 0.89
22,748,983 23,178,084 24,489,043
599,879 538,652 215,280
23,346,662 23,716,736 24,704,323
$ 1.8  $ 10z % 0.88
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Additional dilutive shares are calculated under the
treasury stock method utilizing the average market
value of the Company’s stock for the period. For
the year ended September 30, 2002 there were 42
common stock options and -0- unvested RRP shares
that were antidilutive and therefore not included in
the above calculation. For the year ended
September 30, 2001 there were 1,746 common stock
cptions and 555 unvesied RRP shares that were
antidilutive and therefore not included in the above
calculation. For the year ended September 39, 2000,
there were 143,500 common stock opiions and
23,304 unvested RRP shares that were antidilutive
and therefore not included in the above calculation.

(11) Reguiasory and Capital Matters

The Bank is subject to various regulatory capital
requirements administered by the federal banking
agencies. Failure to meet minimum capital require-
ments can initiate certain mandatory, and possibly
additional discretionary, actions by regulators that,
if undertaken, could have a direct material effect on
the Company’s consolidated financial statements.
Under capital adequacy guidelines and the regula-
tory framework for prompt corrective action, the
Bank must meet specific capital guidelines that
involve quantitative measures of the Bank's assets,
liabilities, and certain off-balance-sheet items as cal-

culated under regulatory accouniing practices. The
Bank's capital amounts and classification are also
subject to qualitative judgments by the regulators
about components, risk weightings, and cther fac-
tors.

Quantitative measures established by regulation to
ensure capital adequacy require the Bank to main-
tain minimum amounts and ratios (set forth in the
table below) of {otal and Tier ! capital (as defined in
the regulations) to risk-weighted assets (as
defined), and of Tier I capital (as defined) to aver-
age assets (as defined). During 2000, the minimum
ratio for Tier 1 capital was adjusted from 4% to 3 %
for savings associations that mee? certain require-
ments. Management believes, as of September 30,
2002, that the Rank meets all capital adequacy
reguirements to which it is subject.

As of September 30, 2002 and 2001, the most recent
notification from the Office of Thriit Supervision
categorized the Bank as well capitalized under the
regulatory iramework for prompt corrective action.
To be categorized as well capitalized the Bank must
maintain minimum total risk-based, Tier 1 risk-
based, and Tier { leverage ratics as seat forth in the
table. There are no conditions or events since that
notification thai management believes have
changed the institution’s category.

The Bank’s actual capital amounts and ratios are alsc presented in the table,

To be well capitalized

For capital under prompt corrective

Actual adeguacy purpose action provisions
Amount Ratio Amount Ratio Amoumnt Ratio
(Dollars in thousands)
As of September 30, 2002

Totai capital

(to risk-weighted assels) £222,752 19.25% § 92,574 28.0% $115,717 >18.8%
Tier { (core} capiial

(o risk-weighted assels) 209,126  18.07% 34,715 23.0% 69,430 > 8.0%
Tier I (core) caplial

(to adjusted tangible assels) 209,126 10.04% 82,470 23.0% 184,117 > 5.8%
Tangible capital

(o adjusted tangihle assets) 209,126  10.04% 31,238 231.5% nfa n/2

As of September 30, 2001

Total capital
{io risk-weighted assets)
Tier | (core) capital

(to risk-weighted assets) 190,933 18.74%

Tier I (core) capital

(to adjusied tangible assets) 190,933 10.93%

Tangible capital

$202,510 19.87%

(to adjusted tangible assets) 190,933 10.93%

$ 81,527 28.0% $101,909 210.0%

30,573 =3.0% 61,145 > 6.0%
52,401 =23.0% 87,335 > 5.0%
26,200 >1.5% nj/a n/a




The certificate of incorporation of the Company

provides that in no event shall any record owner of

any outstanding common stock which is beneficial-
ly owned, directly or indirectly, by a person who
beneficially owns in excess of 10% of the then out-
standing shares of common stock (the “Limit™) be
entitled or permitied to any vote in respect of the
shares held in excess of the Limit.

The Company has authorized but not issued pre-
ferred stock, subject to regulatory restrictions and
determination of rights and preferences to be deter-
mined by the Board of Directors.

The Plan of Conversion (Note 1a) provided for the
establishment of a special “liquidation account” for
the benefit of Eligible Account Holders and

Supplemental Eligible Account Holders in an

amount equal to the amount of any dividends
waived by the Mutual Holding Company plus the
greater of (1) 100% of the Bank’s retained earnings
of $34.5 million at September 30, 1992, the date of
the latest balance sheet contained in the final offer-
ing circular utilized in the Bank's initial public offer-
ing in the Mutual Holding Company reorganization,
or (2) 53.41% of the Bank’s total stockholders’ equi-
ty as reflected in its latest balance sheet contained
in the final prospectus utilized in the Offering plus
the amounts distributed to Bancorp by the Bank at
the formation of Bancorp in 1998. Each eligible
Account Holder and Supplemental Eligible Account
Holdey, if such person were to continue to maintain
such person’s deposit account at the Bank, would
be entitled, upon a complete liquidation of the Bank
after the conversion, to an interest in the liquida-
tion account pricor to any payment to the Company
as the sole stockholder of the Bank.

Applicable rules and regulations of the OTS impose
limitations on dividends paid by the Bank. Within
those limitations, certain “safe harbor” dividends
are permitted; subject to providing the OTS with at
least 30 days' advance notice. The safe harbor
amount is based upon an institution’s regulatory

P
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capital level. Thrift institutions which have capital
in -excess of all capital requirements before and
after the proposed dividend, are permitted to make
capital distributions during any calendar year up to
the greater of (i) 100% of net income to date during
the calendar year, plus one-haif of the surplus over
such institution’s capital requirements at the begin-
ning of the calendar year, or (if) 75% of net income
over the most recent four-quarter period.

Additional restrictions would apply te an institu-
tion that does not meet its capital requirement
before or after a proposed dividend. As of
September 30, 2002, $73,381,000 was available for
distribution from the Bank to the holding company
without further regulatory approval.
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" At September 30, 2002, the Company had irreveca-

a3

ble letters of credit aggregating approximately
$6,195,000.

The Company and subsidiaries are defendants in
certain claims and legal actions arising in the ordi-
nary course of business. In the opinion of manage-
ment, after consuitation with legal counsel, the ulti-
mate disposition of these matters is not expected to
have a material adverse effect on the consolidated
financial statements of the Company and sub-
sidiaries.

Related Parly Tronsaclions

Directors, executive officers and principal stock-
holders of the Company had certain transactions
with the Company in the ordinary course of busi-
ness, as described below,

Loan transactions weré made on substantially the
same terms as those prevailing at the time for
comparable loans to other persouns, did not involve
more than normal risk of collectibility, and are per-
forming as agreed.

The summary of changes in the related party loans follows:

Outstanding loans — beginning of year
New loans

Repayments

Cutstanding balance — end of year

2001

2002 2000
(In thousands)
$ 1,748 $ 1,862 $ 2,658
2,197 224 5,655
{598) (278) (6,511)
$ 3,347 $ 1,748 $ 1,802
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Frank H. Fee, IlI, a director of the Company, is also
President of the law firm of Fee & Koblegard, P.A,
which does business under the registered name of
Fee, Koblegard & DeRoss, a general practice law
firm. The Company paid approximately $97,000,
$149,000, and $177,000, of legal fees in the years
ended September 30, 2002, 2001 and 2000, respec-
tively, to this law firm.

Richard K. Davis, formerly a director of the
Company, is also chairman of Richard K. Davis

{14) Osher Expense

Construction Corp. (“Davis Construction”). In the
year ended September 30, 2000, the Company paid
Davis Construction a total of $201,229, respectively,
for roof construction on branch facilities and ten-
ant improvements on rental property.

During 2000, the Company purchased the Enns
Agency, owned by Edward G. Enns, Chairman of the
Company. {See Note 17))

Other expense for the years ended September 30, 2002, 2001 and 2000 consists of the following:

Deposit account losses
Professional fees

Postage

Telephone

Office supplies and forms

SAIF deposit insurance premium
Other

20062 2001 2000
(In thousands)

$ 941 $ 781 $ 517
640 586 772

626 566 501

579 515 394

521 483 417

22¢ 216 299

2,913 2,819 2,243

$ 6,440 $ 5,966 3 5,143
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(18) Disclosures About Fulr Volue of Financial

Instramenis

The following methods and assumptions were used
to estimate the fair value of each class of financial
instruments for which it is practicable to estimate
that value:

Cas and Amounts Due From Depositor
Institutions and Interest-Bearing Deposits in Other
Banks ~ The carrying amount of these assets is a
reasonable estimate of their fair value.

-Deposits ~

Investment Securities _and 'Mortgage-Backed ‘

Securities Held to_ Maturity — Fair value equals
quoted market price, if available. If a guoted market

price is not available, fair value is estimated using
quoted market prices for similar securities,

Investment Securities Available for Sale - Fair value
equals carrying value, which equals quoted market
price, if available. If a quoted market price is not
available, fair value is estimated using quoted mar-
ket prices for similar securities. ‘

Loans = The fair value of loans is estimated by dis-

counting future cash flows using the current rate at
which similar loans would be made to borrowers
with similar credit ratings for the same remaining
maturities.

The fair value of demand deposits, inter-
est-bearing checking accounts, savings and money
market deposits is the amount payable on demand
at the reporting date. The fair value of certificate
accounts is estimated by discounting future cash
flows using the rates currently offered for deposits
of s3n'mlazn remaining maturities.

Short-term borrowings and long term debt — The

“fair value of FHLB advances is estimated based on

-rates currently available to the Company for FHLB

advances with similar terms and maturities.

Commitments to Extend Credit and Standby Letters

of Credit ~ The fair vaiue of commiiments is
‘nsxgmﬁcam ‘

The estimated fair values of the Company’s financial instruments at‘ September 30, 2002 and 2001

are as follows:

2082 2001
Carrying Fair Larrying Fair
amount vaﬂm amoum value
(In thousands)
Assets:

Cash and amounts due ‘ DU ‘ ‘

from depository institutions " 8§ 52,289 $ 52,299 $ 41,134 $ 41,134
Interest-bearing deposits in other.banks . 95,328 95,328 51,658 51,658
Investment securities held o maturity 288 2458 - 200 220
Investment securities availablé for sale 147,285 147,205 146,414 46,414
Mortgage-backed securities ‘

held to maturity 181,269 188,853 153,714 156,900
Loans held for sale 8,263 8,436 25,373 5,512
Loans 1,555,845 1,415,290
Less allowance {or loan losses (14,377 ‘ < {13417

Loans, net 1,541,488 1,616,285 1,401,873 1,452,881

Liabtlities:

Commercial checking, non-interest-

bearing personal, NOW, passbook,

money market accounis

and official checks 558,235 558,235 443,365 443,365
Certificate accounts 814,127 826,054 756,727 770,006
Short term borrowings 22,508 23,443 10,043 10,219
Long term debt 423,528 462,087 285,544 300,147
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Fair value estimates are made at a specific point in
time based on reievant market information and
information about the financial instzument. These
estimates do not reflect any premium or discount
that could resuli from offering for sale at one time
the Company'’s entire holdings of a particular finan-
cial instrument. Because no market exists for a
portion of the Company's financial instruments,
fair value estimales are based on judgments regard-
ing future expected loss experience, curreni eco-
nomic conditions, risk characteristics of various
financial instruments and other factors. These esti-
mates are subjeciive in nature and involve uncer-
tainties and matters of significant judgment and,
therefore, cannot be determined with precision,
Changes in assumptions could significantly affect
the estimates.

Benefit Plans

.

Employee Stock Cwrership Plon

In March 1998, as part of the reorganization and
conversion of Harbor Financial, M.H.C., the
Company’s Employee Stock Opticn Plan (ESCP)
purchased 1,326,940 shares of the Company's com-
mon stock at $10 per share, which was funded by a
loan from the Company. The ESOP covers all eligi-
bie employees of the Company age 21 and over.
Dividends paid on unaliccated shares reduce the
Company’s cash contribution to the ESOP. The
ESOP’s borrowing from the Company is eliminated
in consolidation. At September 30, 2002, there
were 906,243 allocated shares, 52,379 shares com-
mitted to be released and 1,065,044 suspense (unal-
located and not yet committed to be released)
shares held by the ESOP. As shares are released,
the Company recognizes compensation expense
equai to the current markei price of the shares.
Allocated shares and shares committed to be
released are included in the weighted average com-
mon shares cutstanding used to compute earnings
per share. Total compensation expense charged to
earnings in the years ended Sepiember 30, 2002,
2001 and 2000, totaled $1,400,666, $1,098,793 and
$802,072, respectively. At September 30, 2002, the
fair value of the unallocated shares was
$22,851,300.
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Stock Oplion Plans

The Company’s 1998 Stock Incentive Plan, adopted
on September 18, 1998, authorizes the award of
Recognition and Retention Plan Shares (RRP
shares) and the granting of options to purchase
common stock. As of September 30, 2002, the
Company has awarded 638,521 RRP shares at
$10.98 average price per share totaling $7,011,006.
The 1otal award will be amortized as compensation
expense ratably over the participants’ vesting peri-
ods of 5 to 10 years. In November and December,
1998, the Company’s Recogniiion and Retention
Plan (RRP) purchased 663,470 shares {rom market
sources at an average cost of $10.81 per share total-
ing $7,171,000 in order tc fund the grants of RRP
shares. Total compensation expense charged to
earnings in the years ended September 20, 2002,
2001 and 2000, totaled $918,268, $897,090 and
$871,121, respectively.

At September 30, 2002, the Company had stock
option plans for the benefii of directors, officers
and other key employess of the Company. The
Company applies APB Opinion 25 and related
Interpretations in accounting for its plans.
Accordingly, no compensation cost has been rec-
ognized for its fixed stock cption plans since stock
option exercise prices are equal to market price at
dates of grant. The number of shares of common
stock reserved for issuance under the 1994 stock
option plan is equal to 1,286,012 shares, or 8.6% of
the total number of common shares issued in the
minority offering pursuent to the Company’s reor-
ganization to the stock form cf ownership. The
number of shares of common stock reserved for
issuance under the 1938 Stock inceniive Plan is
equal 1o 1,658,675 or 5.40% of the outstanding
shares of common stock as of the effective date of
the plan. The stock options vest in equal install-
menis over varying perieds not to exceed 10 years,
depending upon the individual’s position ir the
Company. At September 30, 2002, 170,798 shares
were available for future awards.
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A summary of the Company’s stock option plans is presented below:

Years Ended September 30,

2002 2001 2000

Weighted Weighted Weighted

average average average

exercise exercise exercise

Shares price Shares price Shares price
Options outstanding beginning of year 1,555,904 § 10.35 1,595,554 $ 991 1,716425 3% 9.69
Options granted 79,13¢ § 17.71 113,547 $ 13.82 88,175 & 1228
Options exercised (242,186 & 7.69 (70906) § 6.00 (39,542) §$ 242
Options forfeited (25,373 $ 1L.23 (82331) § 1089 (169,464) §$ 1067
Options outstanding end of year 1,367,487 § 11.23 1,555,504 $ 1035 1,595,594 $ 9.91
QOptions exercisable at year-end 632,265 612,866 428,242
Weighted average fair value of options
granted during the year $ 5.34 $4.20 $4.48
The following table summarizes information about stock options outstanding at September 30, 2002:
Options outstanding ‘ Options exercisable
Number Weighted Number
cutstanding at average Weighted exercisable at Weighted
Range of September 30, remaining average September 30, average
exercise prices 2002 contractual life exercise price 2002 exercise price
$ 1.664 1o 6.781 47,715 20 $ 2.57 47,174 $2.54
$10.69 t0 12.00 1,065,689 8.0 $10.76 563,027 10.72
$12.38 to 14.63 158,947 7.8 $13.15 22,064 13.14
$ 15.06 to 16.35 51,636 9.1 $ 15.01 - —
$17.00 to 20.10 43,500 9.3 $ 19.55 -— —
Total 1,367,487 632,265

Had compensation cost for the Company’s steck-based compensation plans been determined in accordance with the
fair value based method in Statement 123, the Company’s net income and net income per share would have been
reduced t¢ the pro forma amounts indicated below:

2002 2001 2000

(In thousands except share data)
Net income As reported $ 31,784 $ 24,108 $ 21,748
Pro forma 35,466 22,852 20,565
Net income per share - basic As reporied 1.46 1.04 .89
Pro forma 1.34 99 84
Net income per share - diluted As reported 1.38 1.02 .88
Pro forma 1.30 96 83
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The option method used to calculate the Statement 123 compensation adjustment was the Binomial mode] with
the following grant date fair values and assumptions:

Number of
Date of options Grant date Exercise Risk free Expected Expected Expected
grant granted fair value price interest rate life (years)  volatility dividend
01/06/96 27,038 $1.10 $ 4.49 5.421% 5 38.71 $.27
11/27/96 6,009 1.21 5.64 5.912 5 29.89 .30
01/06/97 18,028 1.19 5.66 6.291 5 28.33 .30
06/16/97 2,704 1.50 6.37 6.276 5 30.71 32
06/20/97 300 1.67 6.78 6.271 5 31.11 .32
07/08/98 15,000 4.68 12.00 5.433 5 32.66 .38
09/18/98 1,498,615 3.96 10.69 4.517 5 35.13 .38
12/08/98 1,500 4.21 10.94 4.379 5 36.20 .46
04/19/99 58,500 435 11.88 5.044 5 32.25 46
12/08/99 53,131 4.60 12.44 6.050 5 33.90 .52
01/07/00 17,889 4.58 12.38 6.411 5 33.83 .52
01721700 10,000 4.65 12.38 6.632 5 33.33 52
04/19/00 7,155 3.04 10.75 6.230 5 26.95 52
12/06/00 66,547 3.71 13.19 5.257 5 27.44 60
12/13/00 30,000 4.39 14.63 5.215 5 2793 .60
02/14/01 4,500 4.83 15.06 5.013 5 30.94 .60
04/23/01 2,500 5.14 15.47 4.684 5 31.56 .60
06/26/01 10,000 6.39 18.48 4.713 5 30.87 .60
11/30/01 2,700 4.83 16.35 4.430 6 31.81 .68
12/12/01 30,000 4,19 16.12 5.110 9 31.97 .88
12/12/01 12,936 4.80 16.12 4.630 6 31.97 .68
12/31/01 2,500 5.23 17.60 4.710 6 32.22 .68
04/10/02 30,000 6.72 20.10 4.770 5 32.72 63
04/10/02 1,000 6.80 20.10 5.030 6 32.72 .68

Other Plans

The Company has a noncontributory-defined benefit
pension plan covering all fulltime employees who
have attained one year of service and 21 years of age.
Pension expense was $10,700, $12,000 and $9,600,
respectively, for the years ended September 30, 2002,
2001 and 2000. The plan is a multiemployer plan.
Separate actuarial valuations are not made for each
employer nor are plan assets so segregated. The
assumed average rate of return used in determining
the actuarial present value of accumulated plan bene-
fits was 8.25% The date of the most recent actuarial
evaluation is July 1, 2001.

The Company’s 401(k) Profit Sharing Plan and Trust
(the “401(k) Plan™) covers all eligible employees of the
Company age 21 and over. An eligible employee may
elect to contribute to the 401(k) Plan in the form of
deferrals of between 1% and 15% of the total compen-
sation that would otherwise be payable to the
employee. Employee contributions are fully vested
and nonforfeitable at all times. The 401(k) Plan per-
mits contributions by the Company. The Company
currently makes matching contributions of 25% of the
first 6% of each participant’s contributions. For the
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years ended September 30, 2002, 2001 and 2000, the
Company’s matching contribution totaled approxi-
mately $133,900, $111,000 and $88,000, respectively.

The Company has a deferred compensation plan for
Directors (the “Directors’ Deferred Compensation
Plan”) who may elect to defer all or part of their annu-
al director fees to fund the Directors’ Deferred
Compensation Plan. The plan provides that deferred
fees are to earn interest at an annual rate equal to the
30-month certificate of deposit rate, adjusted and
compounded quarterly. At September 30, 2002 and
2001, deferred directors’ fees included in other liabili-
ties aggregated $199,975 and $209,932, respectively.
Directors may elect to have their deferred compensa-
tion balance invested in shares of the Company’s com-
mon stock. Such purchases were approximately
$209,000, $168,000 and $137,000, in 2002, 2001 and
2000, respectively. After purchase of shares of the
Company’s common stock, the Company's liability
has been satisfied except for distribution of the shares
to the director when he ceases to be a director. At
September 30, 2002 and 2001, the Directors’ Deferred
Compensation Plan held 306,746 and 301,936 shares of
the Company’s common stock, respectively.
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The Company alsc has a retirement plan for non- ‘

employee directors elected to the Board prior to

October 9, 1996 (the “Plan™). The annual basic ben-

efit under the Plan is based on a percentage of the

average three years director’s fees preceding the

termination of service multiplied by the number of .
years of service, not ic exceed 50% of the average

annual director’s fees. During the years ended

September 30, 2002, 2001 and 2000, the charge to

earnings relating to the Plan was insignificant.

(17) Acguisition of Insurance Agencies

On July 3, 2000, the Bank acquired all of the out-
standing common stock of Haynes and Haynes
insurance Company, a property and casualty insur-
ance agency located in Ft. Pierce, Florida, for
approximately $1.1 million in common stock of the
Company. The insurance agency name was subse-
quently changed to Harbor Insurance Agency, Inc.

Harbor Insurance Agency, Inc., a wholly owned sub-
sidiary of the Bank, will continue {0 operate at
Haynes and Haynes Insurance Company's location
in Ft. Pierce, Florida. The principal owners and

managers of Haynes and Haynes Insurance
Company will continte as the management team for
Harbor Insurance Agency, Inc.

On July 21, 2000, Harbor Insurance Agency com-
pleted the acquisition of certain assets of the Enns
Agency for approximately $98,500 in cash and a
$98,500 note payabie. (See Note 7.) The Enns
Agency was located in Ft, Pierce, Florida and spe-
cialized in property and casualty insurance. The
Enns Agency was owned by Edward G. Enns,
Chairman of the Company.

On February 6, 2001, Harbor Insurance Agency
completed the acquisition of The Acker-Hall
Insurance Agency for approximately $147,000 in
common stock of the Company. The Acker-Hall
Insurance Agency is located in Vero Beach, Florida
and specializes in property and casualty insurance.

The acquisitions were accounted for using the pur-
chase method. The results of operations of the
insurance agencies acquired are included in the
consolidated financial statements of the Company
from the date of acquisition.

The fair value of assets acquired and liabilities- assumed in con)unctmn thh the acqmsitxons of the insurance

agencies was as follows:

Cash

Premises and equipment
Deterred tax asset

Goodwill

Other assets ‘
Fair value of assets acquired

Other liabilities
Fair value of liabilities assumed -

Fair value of net asseis acquired
Acquisition costs ~

Purchase of insurance agencies

Cash acquired

Treasury shares lssued

Notes payable issued

Net cash used in (provided by)
purchase of insurance agencies

2001 2
(In thoqsqnds) ‘
N — $ 292
‘ 1 5
- 61
258 1,256
- 1
259 1,616
112 332
112 332
147 1,284
- g 36
156 1,320
— 202 -
147 : 1,087
— .89
$ 9 $ (158

As of September 30, 2002, goodwill related to purchase of

The Company adopted Statement 142 effective Qctober

the insurance agencies is approxnma’tely $1.4 millien.

1, 2001 and no longer amortizes goodwill. (See note 1(s).)

At least annually, the Company tests the goodwill for impairment in accordance with Statement 142.
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(18 Quarterly Resulis of Operations (Unaudited)

The quarterly results of operations for the years ended September 30, 2002 and 2001 are as follows:

Interest income
Interest expense
Net interest income
Provision for loan losses
Net interest income after provision
for loan losses
Total other income
Total other expenses
Income before income taxes
Income tax
Net income
Net income per share
Basic

Diluted

Interest income
Interest expense
Net interest income
Provision for loan losses
Net interest income after provision
for loan losses
Total other income
Total other expenses
Income before income taxes
Income tax
Net income
Net income per share
Basic

Diluted

For the three months ended fiscal 2002

September 30 June 30 March 31 December 31
(in thousands except share data)

$ 34,139 $§ 33,191 $ 32,443 $ 32,034
13,956 13,604 14,082 14,989
26,183 19,587 18,361 17,045
398 403 408 306
18,785 18,184 17,853 16,739
4,458 4,259 3,784 3,359
8,928 8,494 9,235 8,732
14,317 13,548 12,502 11,366
5,576 5,462 4,883 4,429
§ 8741 $ 8487 $§ 7,619 $ 6,937
$ 6.39 $ 0.37 $ 0.34 $ 0.30
$ 8.37 $ 6.37 $ 0.32 $ 0.30

September 30

For the three months ended fiscal 2001
March 31

June 30

December 31

(In thousands except share data)

$ 31,958 $ 31,995 $ 31,49 $ 30,602
15,955 16,606 16,590 16,083
16,003 15,389 14,905 14,519

218 170 209 201
15,785 15,219 14,696 14,318
2,778 3,182 2,711 3,659
8,543 8,383 8,077 7,611
10,020 10,018 9,330 10,366
3,980 3,946 3,658 4,042

$ 6,040 $ 6,072 $ 5,672 $ 6324

$ 0.26 $ 0.27 $ 0.24 $ 0.27

$ 0.26 $ 0.25 $ 0.24 $ 0.27
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189) Comprehensive Income

The Company’s other comprehensive income or loss is summarized as follows for the years ended September
30, 2002, 2001 and 2000:

2002 2001 2000
(In thousands)

Unrealized gains on securities available for sale:
Unrealized holding gains arising during the period 3,117

Less: reclassification adjustment for net realized gain

included in net income ‘ 889

Net unrealized gains and losses 2,228
Tax effect ‘ 859
{Other comprehensive income, net of tax 1,369

o3

E0) Parernt Company Firancial Informetion

Condensed Statements of Financial Condition at September 30, 2002 and 2001 and Condensed Statements
of Operations and Cash Flows for the years ended September 30, 2002, 2001 and 2000 are shown below
(in thousands) for Bancshares:

Condensed Stztements of Finandlel Condition

September 30, 2002 and 2001 ‘ 2002 2001
(In thousands)

Lsseis:
Cash deposited at Harbor Federal $ 6,267 $ 562
Investment securities available for sale at market value 4,469 4,939
Investment in and advances to Harbor Federal 229,125 219,843
Accrued interest receivable i5 17
Other assets 1 —_

Total assets ] 239,817 $ 225,361

Liabilities and Stockholders’ Eguity:

Liabilities:

Income tax payable to Harbor Federal 8 131 $ 85

Other liabilities 768 441
Total liabilities 899 526

Stockholders’ Equity: 238,918 224,835
Total liabilities and stockholders’ equity $ 239,817 $ 225,361
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-

Comdensed Statements of Operations

Years ended September 30, 2002, 2001 and 2000

2862 2001 2000
(In thousands)
Interest on investment securities $ 82 $ 66 $ 214
Total interest income 82 66 214
Gain on sale of securities available for sale 467 889 103
Total other income 467 889 103
Other expense
Management fee to Harbor Federal 175 175 175
Other expenses 308 310 330
Total other expense 483 485 505
Income (loss) before income tax expense
{(benefit) and earnings of Harbor Federal 66 470 (188)
Income tax expense(benefit) 69 231 (63)
Income (loss) before earnings of Harbor Federal 3 239 (125)
Equity in net earnings of Harbor Federal 31,787 23,869 21,873
Net income $ 31,784 $ 24,108 $ 21,748
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"

Condensed Stwtements of Cash Flows

Years ended September 30, 2002, 2001 and 2000

Cash used by operating activities:

Net income

Adjustments to net income:
Equity in earnings of Harbor Federal
Gain on sale of securities available for sale
Decrease in accrued interest receivable
Decrease in income tax receivable
Increase in income tax payable
{Increase) decrease in other asseis
Increase in payable to Harbor Federal

[T

Net cash used in operating activities

Cash provided by investing activities: ‘
Purchase of investment securities available for sale
Sale of investment securities available for sale

Net cash provided by investing activities

Cash provided by (used in) financing activities:
Amounts received from Harbor Federal
Dividends paid
Purchase treasury stock
Common stock options exercised

Net cash provided by (used in) financing activ&ﬁes

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents - beginning of year
Cash and cash eguivalents — end of year

Supplemental disclosures: i
Changes in unrealized gain on securities
available for sale, net of tax
Amortization of steck benefit plans
Tax benefit of employee benefit plans
Distribution of RRP shares :
Treasury stock issued o purchase insurance agency

2082 2001 2000
{In thousands)
31,784 § 24,108 21,748
31,787) (23,869) (21,873)
“87) (889) (103)
s 2 ‘ 33 11
— 5 8
48 85 —
@ — 6
175 175 175
103 6)) ao
(145) _(353) (40)
@50 (2,640) (893)
1,931 5,330 1,663
1,580 2,699 770
25,432 - 18,707 35,000
©,93%) (8,965) (8,262)
(13,089 (13,967) (33,342)
1,882 426 96
4,270 (5,799 (6,538)
5,705 (3,462) (5,808)
562 4024 9,832
8,257 $ 562 4,024
738§ 1,369 303
2,319 1,996 1,674
408 337 188
895 838 873
— 147 1,087
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